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Abstract

GST stands for “Goods and Services Tax”, and is proposed to be a comprehensive indirect tax levy on manufacture, sale and
consumption of goods as well as services at the national level. It will replace all indirect taxes levied on goods and services by the
Central Government and State Governments. GST is the only indirect tax that directly affects all the sections of our economy.
India has been trying to implement the Goods and Services Tax (GST)for last few years but due to political and state governments
autonomy issues the Federal government has been unable to make it law. Several countries has implemented this tax system
followed by France, the first country introduced the GST in 1954. In India the proposed GST would be implemented from 1 April
2016. For this the Constitution (One Hundred and Twenty Second Amendment) Bill, 2014 was Introduced in the Lok Sabha. The
Bill was passed by the Lok Sabha on 6 May 2015. Now Bill has to get the approval of Rajya Sabha and President. India is a federal
democratic and therefore the GST will be implemented parallel by the Central and State governments as CGST and SGST
respectively. The present paper focused on explaining the concepts of GST and its evolution in India. Then it discussed the salient
features of proposed GST and how does it works. It highlights the benefits of the GST for Indian economy. This paper also shows
the challenges to implement GST and how it can be overcome.
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Introduction

India as world’s one the biggest democratic country follows
the federal tax system for levy and collection of various taxes.
Different types of indirect taxes are levied and collected at
different point in the supply chain. The centre and the states
are empowered to levy respective taxes as per the constitution
of India. The Value Added Tax (VAT) when introduced was
considered to be a Major improvement over the pre-existing
central excise duty at the national level and the sales tax
system at the state level. Now the Goods and Services Tax
(GST) will be further significant breakthrough towards a
comprehensive indirect tax reform in the country. In 2000, the
Vajpayee Government started discussion on GST by setting
up an empowered committee. The committee was headed by
Asim Dasgupta, Finance Minister in Government of West
Bengal. But an announcement to GST for the first time was
made by Palaniappan Chidambaram, the Union Finance
Minister, during budget of 2007-08 that it would introduced
from 1 April 2010 and that the empowered committee of State
Finance Ministers, on his request would work with the
Central Government to prepare a road map for introduction of
GST in India. After this announcement, the Empowered
Committee of State Finance Ministers decided to set up a
Joint Working Group on 10 May 2007, with the Adviser to
the Union Finance Minister and the Member-Secretary of
Empowered Committee as co-conveners and the concerned
Joint Secretaries of the Department of Revenue of Union
Finance Ministry and All Finance Secretaries of the states as
its members. The Joint Working Group, after intensive
internal discussions as well as interaction with the experts and
representatives of Chambers of Commerce and Industry,
submitted its report to the Empowered Committee on 19
November 2007. In April, 2008 the Empowered Committee

(EC) submitted a report titled “A Model and Roadmap for
Goods and Services tax (GST) in India” containing broad
recommendations about the structure and design of GST. In
response to the report, the Department of Revenue made some
suggestions to be incorporated in the design and structure of
proposed GST. Based on inputs from Government of India
and states, the EC released its First Discussion Paper on
Goods and Services Tax in India on 10 November 2009 with
the objective of generating a debate and obtaining inputs from
all stakeholders.

Mr. Pranab Mukherjee, (Hon’ble Union Home Minister of
Finance) has made a remark in his Budget Speech of 2010
that an efforts will be made to introduce GST in India from
April 2011. This deadline was subsequently extended to April
2012. Ex- Finance Minister Mr. P. Chidambaram in his
Budget Speech of 2013-14 while apologizing for the failure to
meet the April 2012 deadline announced further
postponement of the same to April 2014. Then after missing
so many deadlines finally new government came into power
in May 2014. The Constitution (One Hundred and Twenty
Second Amendment) Bill, 2014 was introduced in the Lok
Sabha by Finance Minister Mr. Arun Jaitley on 19 December
2014. The Bill was passed by the House on 6 May 2015,
receiving 352 votes for and 37 against. All no votes came
from members of the AIADMK. The Indian National
Congress, which opposed the Bill, walked out of the House
before voting began. Although the BJD and the CPI (M) had
previously opposed the Bill, at the time of voting they cast
their votes in favour. The Government attempted to move the
Bill for consideration in the Rajya Sabha on 11 May 2015.
However, members of opposition repeatedly stalled the
proceedings of the House. In order to appease the opposition
for further scrutiny of the Bill, Jaitley moved a motion to refer
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the Bill to Select Committee.

Objectives of the GST

The study has been geared towards achieving the following

objectives:

= To understand the concept of Goods and Services Tax;

= To understand the evolution of GST in India;

= To examine the salient features of Goods and Services
Tax; and

= To know the impact of GST on Indian Economy and
challenges in implementing GST.

Meaning, origin and types of GST

The introduction of VAT was one of the major reforms in
indirect taxes in India at the state & Central level. If that was
the major reforms in indirect taxes then GST would be
advancement over the current existing system. Goods and
Services Tax (GST) is a broad based and a single
comprehensive tax levied on goods and services consumed in
country. Goods and Services Tax (GST) is a comprehensive
tax levy on manufacture, sale and consumption of goods and
services at the national level. GST is similar to the VAT
system which is a value added tax on goods with an Input Tax
Credit (ITC) mechanism but GST also includes services. Thus
GST would be applicable on supply of goods and services as
against the present concept of tax. GST is a value added tax
on goods and services that is paid by the final consumer while
the retailer will be taking credit of the tax he has paid while
buying goods for retailing. So in this all the services of
retailer or the chain behind him is taxed apart from the actual
value of production of that good. This can be better
understand with the help of an example, suppose that there is
a chain of manufacturer, wholesale dealer and the retailer and
the GST is 10%. Suppose the manufacturer purchases the
inputs worth Rs. 100 for producing a good worth Rs. 140. He
will pay net GST of Rs. 4 by taking the tax credit of Rs. 10
paid on the inputs. Similarly the wholesaler who buys this
good and sells it for Rs. 150 will pay net GST of Rs. 1 and the
retailer who sells it for Rs. 170 will pay net GST of Rs. 2 by
taking the tax credit for his purchase which comes to be Rs.
15. In the other words the GST is designed as a value-added
tax, which means starting from the manufacturer to the
wholesaler and then retailer, each person will pay tax only on
the value addition done by him. So, suppose a manufacturer
purchases inputs worth Rs. 40 and then produces a good
worth Rs. 100, then with a 10 % GST rate, his tax liability
will turn out to be only Rs. 6 (10 % of 60). This is because he
gets to set-off the tax paid on the inputs against the tax he
pays on the final goods produced. Ex-CAG Mr. Vinod Rai in
his inaugural address to the National Conference on GST
describe the concept as “An integrated scheme of taxation
that does not discriminate between goods and services and is
part of the proposed tax reforms that centre on evolving an
efficient and harmonized consumption tax system in the
country. ” GST was originated in France in 1954 and today it

has spread to over 150 countries. The taxable event for the
GST will be the supply of goods and the supply of services.
The current taxable events such as manufacture, sale of goods
and rendering of services will not be relevant for GST. GST is
of two types: (a) Single GST and (b) Dual GST. Many
countries have unified GST. However, in countries like Brazil
and Canada there is dual system wherein GST is levied both
by the Central Government and the State Governments. In
India due to federal structure there shall be dual GST system.
This will comprise of:
= Central GST (CGST) which is levied by the Centre.
= State GST (SGST) which is levied by the State.
= Integrated GST (IGST) which is levied by the Central
Government on inter-state supply of goods and services.

Salient features of the proposed GST model

Followings are the salient features of GST Model:

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

= The Central GST and the State GST are to be paid to the
accounts of the Centre and the States separately.

= The Central GST and the State GST would be applicable
to all transactions of goods and services made for a
consideration except exempted goods and services, goods
which are outside the purview of GST.

= Since the Central GST and the State GST are to be treated
separately; taxes paid against the Central GST shall be
allowed to be taken as input tax credit (ITC) for the
Central GST and could be utilized only against the
payment of Central GST. The same principle will be
applicable for the State GST.

= The administration of Central GST to the Centre and for
State GST to the States would be given.

= To the extent feasible, uniform procedure for collection of
both central GST and the State GST would be prescribed
in the respective legislation for the Central GST and the
State GST.

= The tax payer would need to submit periodical returns, in
common format as far as possible to both the Central GST
authority and to the concerned State GST authorities.

= Each tax payer would be allotted a PAN-Linked taxpayer
Identification number with a total of 13/15 digits. This
would bring the GST PAN-Linked system in line with the
prevailing PAN-Based system for Income Tax, facilitating
exchange and taxpayer compliance.

How does GST will work?
Let us understand the working of GST of a manufactured
commaodity from point of view of a Manufacturer, wholesaler,
retailer and final consumer:
(Assume GST Rate@10%)

Table 1
Stage Purchase Value of Va_IL_Je Value of Rate of GST on ITC Net GST=GST on
Input addition Supply GST Output Output-ITC
Manufacturer 100 30 130 10% 13 10 13-10=3
Whole seller 130 20 150 10% 15 13 15-13=2
Retailer 150 10 160 10% 16 15 16-15=1
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» Manufacturer: Manufacturer makes a value addition of
Rs. 30 on his purchase worth Rs. 100 of input of goods
and services used in manufacturing process. The
manufacturer will then pay net GST of Rs. 3 (13-10) after
setting-off Rs. 10 as GST paid on his inputs (i.e. Input Tax
Credit) from gross GST of Rs. 13. The manufacturer sells
the goods to the wholesaler.

= Wholesaler: When the wholesaler sells the same goods
after making value addition of Rs. 20, he pays net GST of
only Rs. 2(15-13), after setting-off of Input Tax Credit of
Rs. 13 from the gross GST of Rs. 15 to the manufacturer.
The wholesaler sells the goods to retailer.

= Retailer: When the retailer sells the same goods after

value addition of Rs. 10, he has to pay net GST of only
Rs. 1 (16-15), after setting-off Input Tax Credit of Rs. 15
from his gross GST of Rs. 16 to the wholesaler. The
retailer sells the goods to consumer.
Thus the manufacturer, wholesaler and retailer have to pay
only Rs. 6 (i.e. Rs. 3+ Rs. 2 +Rs. 1) as GST on the value
addition along the entire value chain from producer to the
retailer after setting-off GST paid at the earlier stages.

So finally consumer has to pay 160+160*10% = 176 Rs. For

goods he bought or services he has hired/enjoyed.

Benefits of proposed GST

GST has been envisaged as an efficient tax system, neutral in

its application and distributionally attractive. The advantages

of GST are:

= The main reason to implement GST is to abolish the
cascading effect on tax. A product on which excise duty is
paid can also be liable to VAT. Suppose a product A is
manufactured in a factory. As soon as it releases from
factory, excise duty has to be paid to central government.
When the product A is sold in same state then VAT has to
be paid to the State Government. Also no credit on excise
duty paid can be taken against output VAT. This is termed
as cascading effect since double taxes is levied on same
product.

= GST will lead to more transparent and neutral manner to
raise revenue.

= Price reduction as credit of input tax is available against
output tax.

= Simplified and cost saving system as procedural cost
reduces due to uniform accounting for all types of taxes.
Only three type of account; CGST, SGST & IGST have to
be maintained.

= GST is structured to simplify the current indirect system.
It is s long term strategy leading to a higher output, more
employment opportunities and economy boom.

= It is beneficial for both economy and corporations. The
reduced tax burden on companies will reduce production
cost making exporters more competitive.

= Automation of compliance procedures to reduce errors
and increase efficiency.

= GST will reduce transaction costs for taxpayers through
simplified tax compliance.

= Wider tax base, necessary for lowering tax rates and
eliminating classification disputes.

= Elimination of multiplicity of taxes and their cascading
effects.

= Rationalization of tax structure and simplification of
compliance procedures.

= Harmonization of center and state tax administrations,

which would reduce duplication and compliance costs.
It will result in increased tax collections due to wider tax base
and better conformity. Overall introduction of Goods and
Services Tax (GST) will be panacea for Indian economy.
Studies show that this would instantly spur economic growth.
Introduction of GST would also make Indian products
competitive in the domestic and international markets. From
the consumer point of view, the biggest advantage would be
in terms of a reduction in the overall tax burden on goods,
which is currently estimated at 25%-30%. Last but not the
least, this tax, because of its transparent character, would be
easier to administer.

GST In Various Sectors

GST will turn India into one common market, leading to
greater ease of doing business and big savings in logistics
costs from companies across all sectors. Some companies will
gain more as the GST rate will be lower than the current tax
rates they pay, others will lose as the rate will be higher than
the present effective rate. While the rate of GST is yet to be
decided, industry observers have assumed an 18% rate
recommended by a government panel in making their impact
calculations. ET looks at the likely impact across sectors.

Technology

= Positive: GST will eliminate multiple levies. It will also
allow deeper penetration of digital services.

= Negative: IT companies can have several delivery centres
and offices working together to service a single contract.
With GST, companies might require each centre to
generate a separate invoice to every contracting party.
Duty on manufactured goods is going to go up from
existing 14-15% to 18%, which means the cost of
electronics from mobile phones to laptops- will rise.

FMCG

= Positive: Companies could generate substantial savings in
logistics and distribution costs as the need for multiple
sales depots will be eliminated. FMCG companies pay
nearly 24-25% including excise duty, VAT and entry tax.
GST at 17-19% could yield significant reduction in taxes.
Warehouse rationalisation and reduction of overall tax
rates, is expected to generate saving which could
cumulatively range between 200-300bps.

= Key beneficiaries: Hindustan Unilever, Colgate, GSK,
Asian Paints

= Negative: If the recommended 40% "sin/demerit" GST
for aerated beverages and tobacco products is levied, then
prices may increase by over 20%. Food companies: many
see increase in effective tax as many companies enjoy
concessional rate of excise.

Ecommerce

= Positive: GST will help create a single unified market
across India and allow free movement and supply of
goods in every part of the country. It will also eliminate
the cascading effect of taxes on customers which will
bring efficiency in product costs.

= Negative: The tax collection at source (TCS) guidelines in
the GST regime will increase administration, docum-
entation workload for ecommerce firms and push up costs.
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Telecom

= Positive: Handset prices likely to come down/even out
across states. Manufacturers are also likely to pass on to
consumers cost benefits they will get from consolidating
their warehouses and efficiently managing inventory. For
handset makers, GST will bring in ease of doing business
as they may no longer need to set up state specific entities
and transfer stocks to them and invest heavily into
logistics of creating warehouses in each state across the
country.

= Negative: Call charges, data rates will go up if tax rate in
the GST regime exceeds 15%. Tower firms won't be able
to set off their input duty liabilities if petro-products
continue to stay outside GST framework. Negative for
Bharti Airtel, Idea and Reliance Comm.

Automobiles

= Positive: On-road price of vehicles could drop by 8%, as
per a report by Motilal Oswal Securities. Lower prices can
be construed as indirect stimulus to boost volumes. Key
beneficiaries: Maruti Suzuki, M&M; Eicher Motors'
margins may expand.

= Negative: Demand for commercial vehicles may be hit in
the medium term. GST will subsume local taxes, reduce
time at check-posts, ease logistics hurdles. With fleet
productivity increasing, operators may not feel the need to
expand mid-term.

Media

= Positive: DTH, film producers and multiplex players are
levied service tax as well as entertainment tax, GST will
bring major change and uniformity in businesses. Taxes
could go down by 2-4%. Multiplex chains will save on
revenues as there will be a more uniform tax, unlike
current high rate of entertainment tax levied by different
states. It may lower the average ticket price, and increase
the footfalls in multiplexes.
GST will be a big boon to film producers and studios that
currently pay service tax on most of their cost, but cannot
charge input credit on creative services (payments to
artists etc.) as they fall under the negative list. Under GST,
they will be able to claim credit of these services also,
which will help is lowering the overall cost.

= Key beneficiaries: Dish TV, PVR.

= Negative: Insurance policies: life, health and motor will
begin to cost more from April 2017 as taxes will go up by
up to 300 basis points.

Airlines

= Negative: Flying to become expensive, as service tax will
be replaced by GST. Service tax on fares currently ranges
between 6% and 9% (depending on the class of travel).
With GST, the rate will surpass 15%, if not 18%,
effectively doubling the tax rate.

Cement

= Positive: The effective rate of tax for cement companies is
now 25%. If GST rates are fixed at 18-20% then the
overall tax incidence will be lower GST IS expected to
lead to savings in transportation cost, which currently
comprises up to 20-25% of total revenue. One common
market will bring down the number of depots in the

country. Ultratech states that its depots will come down to
100 from 550 at present.

= Key beneficiaries: Pan India players such as UltraTech,
ACC, Ambuja and Shree Cement.

Conclusion

The concept of GST was proposed in India few years back. Its
implementation is still in progress but with the arrival of new
Government we can hope for its speedy review and
application in real world. The new Government is in favor of
GST and it is very much justifiable because we saw in this
paper, that the concept of GST have many positive
implications. If we sum up few we can easily say that GST
will make Indian tax system least complicated and most
efficient. And the step has been taken by the new government
by introducing the bill in the Lok Sabha. The said bill has got
the approval of Lower House of parliament i.e. Lok Sabha.
Now the bill is pending with the Upper House i.e. Rajya
Sabha where Government has no clear majority and it is
relying on the support of opposition parties to get bill passed.
Government should be very clear with the fact that for smooth
working of GST, the Information Technology/ Infrastructure
should also be properly developed throughout India.
Government should take the state government into confidence
to implement the GST. Moreover every effort should be taken
so that no item left without coming into the preview of GST
otherwise the core purpose of introducing GST will get fail.
Some parties are opposing the proposed GST with certain
objections & willing to see it passed with some amendments.
So it’s better to discuss and settle down those objections to
come up with healthy GST.
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