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1.0

LEARNING OBJECTIVES

After reading this unit you will be able to know
● Explain the concept of GST and the need for GST in India.
● Explain the constitutional provisions pertaining to levy of various taxes
● The significant amendments made by constitution (101st Amendment) Act
2016.
● About the structure of GST
1.1

INTRODUCTION

Before delving into different aspects of the Goods and Services Tax, it's important to
understand what a tax is in the first phase. The mere mention of the word can make us
feel nervous because taxing a person or an organisation is not something that is easily
reciprocated. However, taxes must be paid to finance various government spending
initiatives. The word tax is derived from the Latin word "taxo" which means "I
estimate." This evaluation by the government or a local body assists the administration
in designing strategies for the citizens' welfare. A tax is a government-imposed levy or
financial charge on a person or an entity in order to raise funds for public works.
Therefore, it has rightly been said that finance is the fuel that runs the state machine.
We will all have to pay taxes to the local government, regardless of where we live in
the country. State taxes, central government taxes, direct taxes, indirect taxes, and so
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on are all examples of taxes. The forms of taxes payable in India can be divided into
two groups for ease of understanding: Direct taxes and Indirect taxes. Income tax and
wealth tax are examples of direct taxes that are paid directly to the government by the
taxpayer. Indirect tax is a form of tax that is not imposed directly on taxpayers, as the
name implies. This tax is often imposed on goods and services, resulting in higher
prices.
Service tax, federal excise and customs duty, securities and transaction tax (STT),
entertainment tax, stamp duty, and value added tax are all examples of indirect taxes
in India. Indirect taxes, on the other hand, are consumption-based taxes that are applied
to products or services as they are purchased and sold, as opposed to direct taxes. In
the subsequent units, we'll go through the buying and selling processes as they relate
to the imposition of GST.
Following independence, the Goods and Services Tax (GST) was described as a gamechanging indirect tax reform that would eliminate inter-state trade barriers caused by
multiple indirect taxes levied by the union and state governments. Goods and Services
Tax is an indirect tax in India that has replaced a number of indirect taxes such as
central excise duty, additional excise duty, services tax, surcharge and cess, and central
sales tax imposed by the central government, as well as VAT, Entertainment tax, Entry
tax, Luxury Tax, and Consumption Tax imposed by state governments.
The 'One Country, One Tax' Act was passed by Parliament on March 29, 2017 and
went into effect on July 1, 2017. This is, in effect, a multi-stage, destination-based tax
that is applied to all value additions. GST was implemented to make the country's
single domestic indirect tax system clear, detailed, and understandable. It is a tax that
is collected on the supply of goods and services.
France was the first country in the world to implement GST in 1954. In the 62 years
since its inception, over 160 countries around the world have implemented GST.
Although the single-model GST is popular, Canada and Brazil have a dual-model GST
for convenience. India, too, has introduced a dual GST, with the centre and the states
imposing taxes at the same time.
1.2

GENESIS OR ORIGIN OF GST IN INDIA

● The Kelkar Task Force proposed the implementation of GST in India in 2004.
● The initiative was carried forward in 2007 when Shri P. Chidambaram, the thenUnion Finance Minister, declared during the presentation of the central budget for
2007-08 that India was considering introducing GST.
● The Constitution (122nd Amendment) Bill was introduced by the NDA
government in 2014.
● On September 8, 2016, it received presidential assent and became the Constitution
(101st Amendment) Act, 2016, paving the way for the implementation of GST in
India.
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● The Central Goods and Services Tax Bill, 2017, the Integrated Goods and Services
Tax Bill, 2017, the Union Territory Goods and Services Tax Bill, 2017, and the
Goods and Services Tax (Compensation to States) Bill, 2017 were introduced in
March 2017 and passed in the Lok Sabha, receiving President's Assent on April
12, 2017. State GST laws were subsequently passed by the respective state
governments.
● The Goods and Services Tax (GST) was introduced across India on July 1, 2017.
1.3

CONSTITUTIONAL AMENDMENT FOR GST

Constitution (101st amendment) Act, 2016 was enacted on 8.09.2016 for the following
significant amendments.
(a) Parliament and state governments have concurrent (simultaneous) authority to
enact laws imposing taxes on goods and services.
(b) Except for alcoholic beverages for human consumption, GST would be charged
on all supplies of products and services.
(c) Parliament has exclusive authority to enact legislation relating to the goods and
services tax on interstate (state-to-state) supplies.
(d) In the course of inter-State trade and commerce, Parliament shall create
principles for deciding the place of supply and when supply occurs.
(e) According to the clarification to Articles 269A of the Indian Constitution, the
import of goods and services is considered a supply that occurs in the course
of inter-State trade and commerce.
(f) The following goods will be subject to a Central Excise Duty on production
and a Sales Tax on sales in their respective states.
● Petroleum crude
● High speed diesel
● Motor spirit (commonly known as petrol)
● Natural gas
● Aviation turbine fuel
● Tobacco and tobacco products
(g) Article 279A of the Indian Constitution empowers the president to appoint a
Goods and Service Tax Council (GST Council) chaired by the Union Finance
Minister to make recommendations on the GST (Article 279A)
● GST rate
● Valuation and other fundamental rules
● Exemption
● Future changes
● Return
● Registration
Legislative Framework
● The Central Goods and Service Tax Act, 2017 imposes CGST on intra-State
supply of goods and services.
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● The State Goods and Service Tax Act of 2017 is one of thirty-one acts that
enable states to impose SGST on intra-state supplies of goods and services.
● One is the Union Territory Goods and Services Tax Act of 2017, which
imposes UTGST on intra-Territory procurement of goods and services in five
union territories without state legislatures. (Andaman & Nicobar Islands,
Lakshadweep, Dadra & Nagar Haveli, Daman & Diu, Chandigarh)
● One for levying IGST under the Integrated Goods and Service Tax Act of 2017;
and one for levying GST Compensation Cess under the Goods and Services
Tax (Compensation to States) Act of 2017.
1.4

STRUCTURE OF GOODS AND SERVICES TAX (GST)

1. GST is a tax levied on the supply of goods and services in India (including Jammu
and Kashmir). It is a single tax that applies to the supply of products and services
from the producer to the end user. A set-off from the output tax is available under
GST credit for taxes paid at previous points.
2. GST is destination based consumption tax. Benefit of tax will accrue to the
consuming state.
3. The federal government and the states would levy a tax on all goods and services
at the same time. The Centre can now levy a tax on intra-state sales of goods, and
states can levy a tax on services.
(1) Intra-State supply of goods and services▪ CGST- Payable to Central Government
▪ SGST/ UTGST- Payable to State Government/ Union Territory (as
applicable) where they are consumed
(2) Inter-States Supply of goods and services
▪ IGST - Payable to Central Government
4. The Centre will levy and administer CGST and IGST while respective States/ UTs
will levy and administer SGST/UTGST.
5. Import will be treated as inter-States supply and IGST will be chargeable along
with basic Customs duty.
6. However, GST Export will be treated as Zero rated supplies and no IGST is
payable.
7. GST concentrations are 0.5 percent, three percent, five percent, twelve percent,
eighteen percent, and twenty-eight percent. A compensation cess would also be
levied on pan masala, gas, aerated water, and automobiles (Sin cess). On GST,
there is no Education Cess or Krishi Kalyan Cess for Swachh Bharat or Krishi
Kalyan.
8. GST would be based on the transaction value of the products and services
supplied. (There are some exceptions)
9. Under GST, any supplier who has made a taxable supply is required to register
with the government.
10. A registered individual can take credit (deduction) for input tax paid against output
tax (if any), subject to the following conditions:
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● Utilisation of IGST : First utilize for the payment of IGST then the balance
may be utilized towards payment of CGST and SGST/UTGST
● Utilisation of CGST: First utilize for the payment of CGST then the balance
may be utilised towards payment of IGST.
● Utilisation of SGST/UTGST: First utilize for the payment of SGST/UTGST
then the balance may be utilised towards payment of IGST.
11. In the case of inter-state supplies, the GST regime allows for a smooth (nonobstructive) credit flow, which was not possible prior to the implementation of the
GST. CST charged by the customer is not eligible for credit. The seamless credit
will flow as follows under the GST regime:
● The exporting state's inter-state supplier is required to offset the IGST payable
with available credit in IGST, CGST, and SGST/UTGST. based on his interstate supply
● In an inter-state supply, the buyer of the importing state may deduct the IGST
charged on the transaction from the output tax due. But that's one break from
taking credit for anything.
● The exporting state transfers to the center the SGST/UTGST credit that was
used to pay the IGST.
● The IGST credit used in the payment of SGST/UTGST is transferred to the
importing state by the Centre.
12. A popular portal or website is required that can serve as a clearing house, verify
claims, and notify the appropriate government about the funds transfer. This is
made possible by a good IT infrastructure. As a result, the government has set up
a shared GST Electronic Platform (www.gst.gov.in), a website operated by the
Goods and Services Network (GSTN) for taxpayers, as well as a common IT
infrastructure for the Central and State governments. GSTN mainly provides
taxpayers with three programs.
● Facilitating Registration.
● Forwarding the returns to Central and states authorities
● Computation and settlement of IGST
● Matching of tax payment details with banking network
● Providing analysis of taxpayers’ profile.
1.5

NEED OF GST IN INDIA

Imposing multiple taxes on goods and services will result in a high-cost, inefficient tax
system that is susceptible to revenue disclosures and shirking. The need for GST in the
Indian tax system would add value at each point and set rates at the state and national
levels. The implementation of GST would increase tax performance, boost economic
growth, and unite the entire country into a single market. Our current taxation system
is very complicated and confusing; there is a risk of corruption, which contributes to
mistrust on government; there are hidden taxes for exports, but no charge for importing
goods/services from one state to another. The rates of value added tax vary from state
to state. States have been found to frequently cut these rates in order to lure investors.
The effect is a reduction of income for both the federal and state governments. On the
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other hand, the Goods and Services Tax (GST) introduces uniform tax laws to all of
India's states. The taxes will be split between the federal and state governments
according to a predetermined formula. Since there will be no extra state-levied tax, it
will be far easier to deliver services and products equally throughout the world. Due
to disagreements among several states over key aspects of the new tax law, the GST
rollout has missed many deadlines.
1.6

MERITS AND DEMERITS OF GST

The GST is a win-win situation for the nation as a whole. It benefits all stakeholders
in the industry, the government, and the customers. Its implementation targets to
reduce the cost of products and services, making them more internationally
competitive. The following are some of the major GST benefits:
(a) Creation of unified national market: The main purpose of GST is to make
India a single market with common tax rates and compliances (procedures)
while also removing economic barriers to create a uniform national economy.
(b) Mitigation of ill effects of cascading: GST has consolidated most of the
central and state indirect taxes into a single tax. The abolition of "tax on tax"
helps the industry.
(c) Boost to ‘Make- in- India” initiative: GST will give the government of India's
"Make in India" initiative a big boost by making products and services
manufactured in India competitive in both the domestic and international
markets.
(d) Increase in government revenue: GST is expected to increase the revenue of
the Government by expanding the tax base and improving the taxpayer.
Disadvantages of GST

● Increased costs due to software purchase that can assist in GST filing process
leads to higher operational cost for many businesses.

● GST will mean an increase in operational costs
● GST came into effect in the middle of the financial year
● Adapting to a complete online taxation system
● SMEs will have a higher tax burden
1.7

CONSTITUTIONAL PROVISIONS IN INDIA BEFORE GST

The Constitution of India is the base and root of all legislative powers in India.
Parliament, like state legislatures, derives its authority to legislate from the
Constitution alone. So any statute must adhere to the Constitutional provisions.
Customs duty (entry 83 of the Union List), central excise duty (entry 84 of the Union
List), and service tax were the most important sources of indirect tax revenue for the
Union prior to the implementation of GST (entry 97 of Union List). The Constitution
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(Eighty-eighth Amendment) Act, 2003 inserted entry 92C in the Union List of the
Seventh Schedule of the Constitution for the levy of taxes on services, but it was not
notified. So, before GST came into effect, service tax was imposed under the residual
entry of the Union List, i.e. entry 97.
By virtue of entries 92A and 92B, the Union imposed a tax known as the Central Sales
Tax (CST) on inter-state sales and purchases of goods as well as inter-state
consignments of goods. According to the Central Sales Tax Act of 1956, which was
enacted under Article 269 of the Constitution, CST is allocated to the state of origin.
On the state side, sales and purchase taxes, excise duties on alcoholic liquors, opium
and drugs, taxes on luxuries, entertainments, amusements, betting and gambling, octroi
or entry tax, and energy tax were the most important sources of revenue. Though the
CST was implemented by the Union, it was also a major source of revenue.
The constitution of India provides for taxation only by authority of law.
As a result, according to Article 265 of the Indian Constitution, no tax can be imposed
or collected unless it is approved by the statute. Similarly, an executive order cannot
impose a levy. It is worth noting that the Supreme Court of India held in the case of
Chhotabhai vs Union of India that a tax-imposition law must be a legal law that is not
prohibited by any clause of the constitution. This subject is divided into three broad
categories by Schedule VII.● Union List (Only Central Government has power of legislation)
● State List (Only State Government has power of legislation)
● Concurrent List (Both Central and State Governments can pass legislation)
According to Article 246(1) of the Indian Constitution, Parliament has exclusive
legislative powers over any of the matters mentioned in List I of the Constitution's
Seventh Schedule (i.e Union list). Article 246(3) states that the State Government has
exclusive authority to make laws for the State in any matter included in List II of the
Constitution's Seventh Schedule (i.e. State List).
Parliament has exclusive legislative authority over matters listed in the Union List,
while the State Government has exclusive legislative authority over matters listed in
the State List. The Constitution's Seventh Schedule contains yet another item, List III
(also known as the concurrent list). Both the Central Government and State
Governments have the authority to legislate in relation to the items on List III. In the
case of Union Territories, the Union Government has the authority to enact laws
governing any of the entries in all three lists.
Criminal law and procedure, Trust and Guardians, Civil Processes, economic and
social planning, trade unions, charitable organizations etc. and other elements are
included in List III of the Seventh Schedule (i.e. Concurrent list).
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In the event of a dispute between state and federal legislation relating to entries in the
concurrent list, the law enacted by the federal government takes precedence.
There is one exception to this rule: if a state law includes a clause that is incompatible
with an earlier law passed by Parliament, the state law takes precedence if it has
obtained presidential assent. Even in such situations, Parliament has the power to enact
new legislation as well as amend, repeal, or modify existing legislation.
Consumer goods were largely outside the net during the post-independence period, as
central excise duty was imposed on a few commodities that were in the nature of raw
materials and intermediate inputs. The Taxation Enquiry Commission (1953-54) under
the chairmanship of Dr. John Mathai proposed the first set of reforms. The
Commission recommended that sales taxes be used exclusively by states as a source
of revenue, with Union intervention allowed only in the case of interstate sales.
The Constitution (Sixth Amendment) Act of 1956 gave the Union the authority to levy
taxes on the sale and purchase of goods in interstate trade and commerce. Most
manufactured goods were subject to central excise duty by the mid-1970s. Central
excise duty was imposed on both units and value, known as special duty and ad
valorem duty, respectively. With no offsetting of taxes paid on inputs, the number of
rates was excessive, resulting in substantial cascading and classification disputes.
The Indirect Taxation Enquiry Committee, chaired by Shri L K Jha proposed, among
other things, converting particular rates to ad valorem rates, rate consolidation, and a
value added tax input tax credit mechanism at the manufacturing level (MANWATH).
The Jha Committee's recommendation to move to a value-added tax in manufacturing
was partly adopted in 1986. This was known as adjusted value added tax (MVAT)
(MODVAT). In principle, duty was payable on value addition, but at first, it was
limited to a few select inputs and manufactured goods with a one-to-one correlation
between the two for input tax credit eligibility. The comprehensive coverage of
MODVAT was achieved by 1996-97.
The New Economic Policy of 1991 ushered in the next wave of indirect tax reform. In
1991, Prof. Raja J Chelliah was nominated as the Chairman of the Tax Reforms
Committee. The Committee suggested broadening the tax base by taxing services and
eliminating exemptions, consolidating and lowering rates, and extending MODVAT
to all inputs, including capital goods. It was proposed that if full benefits were to be
obtained from tax reforms, it would have to be accompanied by a reform of tax
administration.
Many of the Chelliah Committee's recommendations were adopted. Tax rates were
merged into three rates in 1999-2000, with extra rates on a few luxury items. Three
rates were merged into a single rate called Central Value Added Tax in 2000-01.
(CENVAT). Only a few items were subject to a special excise tax.
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The Union adopted service taxation in 1994, but it only covered three services: general
insurance, telecommunications, and stockbroking. As time went on, more and more
services were added to the mix. More and more services were brought under the tax
net over the next decade. The tax rate on three services was 5% in 1994, but it gradually
increased until it reached 15% in 2017. (Including cess). Prior to 2012, services were
taxed using a "positive list" system. This method was prone to tax evasion‘. In the 2012
budget, a negative list strategy was used, with 17 services being exempt from taxes
and all others being taxed. In 2004, the input tax credit scheme for CENVAT and
Service Tax was merged to permit cross utilization of credits across these taxes.
Sales tax had been levied in States since independence until state-level VAT was
enacted in the first half of the first decade of this century. There were a number of
serious flaws in the sales tax system. It was collected in an uncoordinated manner by
states, resulting in different sales tax rates on different goods in different states. Some
states had sales tax rates of more than ten percent, and different states had different
rates for the same commodity. The Central Sales Tax was imposed on interstate sales.
Credit was not permitted in the importing state because this tax was appropriated by
the exporting state.
This resulted in tax exportation from richer to poorer states, as well as tax cascading.
Surprisingly, states have had taxation authority over services since the beginning.
Advertisements, luxuries, entertainments, amusements, betting, and gambling were all
taxed by the states.
In 1994, the National Institute of Public Finance and Policy, led by Dr. Amaresh
Bagchi, published a report titled "Reform of Domestic Trade Taxes in India" on
reforming indirect taxes, especially state sales taxes.
This report laid the groundwork for states to enforce VAT. Some of the key
recommendations included: replacing sales tax with VAT by moving to a multistage
taxation system; allowing input tax credits for all inputs, including machinery and
equipment; harmonization and rationalization of tax rates across States with two or
three rates within specified bands; pruning of exemptions and concessions except for
a basic threshold limit and items like unproceed income, modernization of tax
administration, computerization of operations and simplification of forms and
procedures.
For the first time in 1995, the Union Finance Minister convened a meeting of Chief
Ministers to discuss the transition from the sales tax system to the VAT regime. A
standing Committee of State Finance Ministers was created in November 1999 as a
result of a meeting of the Union Finance Minister and Chief Ministers to deliberate on
the design of VAT, which was later renamed the Empowered Committee of State
Finance Ministers (EC). Haryana was the first state to implement VAT in 2003. In
2005, the majority of states introduced VAT. Uttar Pradesh was the last state to
implement VAT on January 1, 2008.
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1.8

INTERNATIONAL PERSPECTIVES ON GST

The terms VAT and GST are synonymous since the latter denotes the implementation
of CENVAT, which minimized cascading costs by extending credit coverage to all
inputs, including capital goods. Later on, the CENVAT scheme allowed service credit,
and the basket of inputs, capital goods, and input services could be used to pay both
central excise duty and service tax. Similarly, in the United States, the implementation
of VAT abolished the cascading effect by allowing set-offs for tax paid on inputs as
well as tax paid on previous transactions, which was an improvement over the previous
sales tax system.
In the year 2000, the then-Prime Minister of Canada introduced the GST definition and
established a committee to create a GST model for the country.
However, both the CENVAT and the state VAT are incomplete. CENVAT is
incomplete since it has not yet been expanded to include the chain of value addition in
distributive trade below the stage of development. Similarly, the CENVAT load on
goods has not yet been eliminated from the State-level VAT, and the cascading impact
of that portion of the tax burden has not been alleviated. Furthermore, with the
abolition of the cascading impact of service tax, there has been no convergence of VAT
on products with tax on services at the state level.
Because of its cascading form, CST was another source of distortion. It also went
against one of the fundamental rules of consumption taxation, which states that the tax
should be collected in the jurisdiction where the consumption happens. Despite the
EC's efforts to harmonize VAT regimes, the national market was fragmented, with too
many barriers to free movement of products imposed by procedural criteria under VAT
and CST.
The Central Government had taxation powers over products in the constitutional
system, but they were limited to the stages of manufacturing and development, while
States had taxation powers over the selling and purchasing of goods. The Centre had
the authority to tax services, and the States had the authority to tax such services as
stated in Article 366, clause (29A). This type of taxing power division provided a grey
area that resulted in legal disputes. It's difficult to describe what constitutes a good or
service since, in today's dynamic manufacturing environment, a commodity is
typically a combination of products and services.
By 2005, India had completed the transition to value added taxation at both the national
and state levels. As a result, the integration of Central VAT and State VAT was an
unavoidable result of the reform process. The Indian Constitution envisions a federal
nature of authority that is conferred on both the Union and the States. As a natural
result, the unification of the taxation system necessitated the imposition and collection
of a dual GST by the Union and the States.
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1.9

GST: A HISTORICAL PERSPECTIVE

In 2004, the Kelkar Task Force on Fiscal Responsibility and Budget Management
(FRBM) proposed that a comprehensive tax on all goods and services be introduced to
replace the Central and State level VATs. It was suggested that all indirect taxes,
except customs duty, be replaced with a value added tax on all goods and services,
with full set off at all stages of development.
By extending credit coverage to all inputs, including capital goods, CENVAT
alleviated a large amount of cascading burden. Later on, the CENVAT scheme allowed
service credit, and the basket of inputs, capital goods, and input services could be used
to pay both central excise duty and service tax. Similarly, in the United States, the
implementation of VAT abolished the cascading effect by allowing set-offs for tax
paid on inputs as well as tax paid on previous transactions, which was an improvement
over the previous sales tax system.
1.10

LET US SUM UP

The Goods and Services Tax (GST) is a value-added tax that applies to all types of
goods and services. It is obtained on value added at each point of the sales process and
bought across state lines in the supply chain. It will put together all existing taxes on
goods and services imposed by the central and state governments in India, such as
excise duty, service tax, state VAT/Sales tax, entry tax/octroi, state excise duty,
countervailing custom duty, luxury tax, tax on consumption/sale of energy,
entertainment tax, and so on. GST is a single tax on goods and services that aims to
replace the existing multiple tax structure used by the Centre and States. GST is a
multi-tiered sales tax that applies to a wide variety of goods and services. It is a sales
tax, and the ultimate expense of the tax is paid by the customers who purchase the
products or services. The fundamental idea is that the GST will have a clear structure
and will tax all goods and services at the same rate. It is intended to be easy and
applicable throughout the world. GST is a consumption tax on goods and services that
includes an extensive and continuous chain of benefits from the manufacturer to the
service provider to the retailer. It is basically a value-added tax, with a tax credit system
enabling a supplier to set-off at each stage.
1.11

KEYWORDS

● GST: Goods and Services Tax is an indirect tax used in India on the supply of
goods and services.
● CGST: It means Central Goods and Service Tax. CGST is a part of Goods and
Services Tax. It is covered under Central Goods and Service Tax Act 2016. Taxes
collected under Central Goods and Service tax will be the revenue for the central
Government.
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● SGSG: It means State Goods and Service Tax, one of the three categories under
Goods and Service Tax (CGST, IGST and SGST) with a concept of one tax one
nation.
● CENVAT: CENVAT means Central Value Added Tax. CENVAT credit is a
credit in respect of central excise on inputs purchased for the manufacture or duty
paid in relation to the manufacture of the final product.
● CST: Central Sales Tax is a form of indirect tax imposed only on goods sold from
one state to another state, which particularly takes into account that the buyer and
the seller needs to be in two different states.
● IGST: Integrated Goods and Service Tax. IGST falls under Integrated Goods and
Service Tax Act 2016. Revenue collected from IGST will be divided between
Central Government and State Government as per the rates specified by the
government.
● VAT: A value-added tax, known in some countries as a goods and services tax, is
a type of tax that is assessed incrementally. It is levied on the price of a product or
service at each stage of production, distribution or sale to the end consumer.
● UTGST : Union Territory GST is only applicable when any goods or services or
both are consumed in the given five regions of India that includes Andaman and
Nicobar Islands, Dadra & Nagar Haveli, Chandigarh, Lakshadweep, and Daman
& Diu called as Union Territories of India.
1.12

FURTHER READINGS

● Swain AK & Agrawal – GST: Concepts and Applications, Himalayan Publishing
House.
● GST Manual: Taxman’s Publication Ltd., New Delhi.
● GST and Indirect Taxes, Sanjeet Sharma, V.K. Global Pub. Pvt. Ltd, New Delhi.
● Mishra, Padhi and Bera – Text Books on GST & Practice, Vikash Publishing
House Pvt. Ltd. New Delhi.
1.13

MODEL QUESTIONS

Q1:
Q2:
Q3:

What is Goods and Service Tax (GST)? Discuss about its need.
What are the benefits which the country will accrue from GST?
How a particular transaction of goods and services would be taxed
simultaneously under Central GST (CGST) and State GST (SGST)?
Write a comparative note on CGST and SGST.
Explain the structure of GST.

Q4:
Q5:
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LEARNING OBJECTIVES

After studying the unit, you will be able to know
● The Scope and objectives of GST
● Constitutional amendments required for the introduction of GST
● Principles of subsuming taxes under GST in India
2.1

INTRODUCTION

GST is a national indirect tax that will be imposed on the selling, products, and use of
goods and services. It's a single tax that applies to the sale of products from a producer
to a buyer. Only the value addition at each point is subject to GST. There is a single
indirect tax. The GST was enforced as single, unified tax reform.
● System of Input Tax Credits The input tax credit is one of the most well-known
GST features in India.
● Composition Scheme for GST. Four-tier tax structure for SMEs with annual
revenues of up to Rs. The GST has a four-tiered tax structure: 5%, 12%, 18%,
and 28%.
GST is proposed to be a national indirect tax levy on the production, selling, and use
of goods and services. Simply stated, a goods and services tax is a tax on goods and
services that is levied at each point of sale or service provision.
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2.2

OBJECTIVES OF GST

The Goods and Service Tax (GST) is a national tax levy on the production, selling,
and use of goods and services that allows no distinction between goods and services
to levy tax. It would largely replace all indirect taxes imposed by the Indian central
and state governments on goods and services.
The objectives of GST are as follows:
● To eliminate the cascading effect on indirect taxes on Single Transaction:
The primary aim of GST is to eradicate the tax cascade effect. The levy of tax
on tax is known as the cascading impact of taxes. GST would be paid only on
the net value-added part of the transaction, not on the entire value, so the
taxpayer would be entitled to an input tax credit.
● To Subsume All the Indirect Taxes At the Centre and State Level: Except
for a few minor indirect taxes, GST has absorbed all significant indirect taxes
imposed by the federal and state governments. As a result, the taxpayer and
retailer do not have to pay several indirect taxes under various rules.
● To Reduce the Tax Evasion and Corruption: GST will help to minimize tax
avoidance and corruption in the tax administration. There will be less of a risk
of claiming fake input tax credits under the GST scheme because it involves
matching invoices between the recipient and the suppliers. An input tax credit
can only be sought if the tax has been paid to the government by the licensed
supplier. To ensure that taxes are properly charged to the government, each
invoice will be matched and checked one by one.
● To Increase Productivity: GST will aid in increasing the competitiveness and
efficiency of businesses. There were several technical limitations and
impractical procedures regarding the assertion of input tax credit under the
previous tax regime. In a few states, there was also an entry tax on products
entering the territory. Entry tax has been absorbed into the GST system. The
elimination of checkpoints would also reduce the number of checks at state
borders. These elements can aid in increasing efficiency.
● To Increase Tax Compliance: In comparison to the previous tax system, GST
enforcement is estimated to be higher. Since a variety of tax laws have been
merged, the taxpayer would be required to comply primarily with GST law,
which includes filing returns and registering. There is no need to file multiple
returns or seek multiple registrations to stay in compliance.
● To increase the tax to GDP Ratio and the Revenue Surplus: The GST will
boost the tax-to-GDP ratio, which is estimated to hit 11.9 per cent by 2019-20.
The higher the tax-to-GDP ratio, the higher the tax receipts would be,
indicating the countries improved economic structure. More tax enforcement
and a larger tax base will result in higher tax revenue for the government, and
the aim of GST is for the government to have a revenue surplus.
● To bring more People under the Tax Net: GST contributes to the broadening
of the tax base and the inclusion of a significant number of citizens into the tax
system. There were several exemptions and registration rules for various forms
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of taxes under the previous regime. There is now a single threshold below
which registration is no longer needed. The tax net will be expanded to include
more taxpayers, thereby raising the tax base and revenue for the government.
● To Achieve the Policy of one Nation one Tax: The GST removes many
indirect taxes that existed under the previous administration. In most cases,
there is a common and neutral levy, so there are no variations in tax rates from
one state to the next. In this way, the GST law has accomplished the policy of
a single tax for the entire country.
● To Provide a Seamless Credit of Input Taxes: Previously, cross-sectional
credit for input was not permitted. Also, the former tax regime imposed several
limitations and conditions. To use the cross-sectional credit of input taxes in
GST, much simpler guidelines have been set down. For example, a trader who
previously could not claim credit for service tax paid on services is now able
to claim credit for both goods and services. The seamless credit system will
ensure that supply taxes are charged to the degree of value additions and net
liability, preventing double taxation.
2.3

SCOPE OF SUPPLY IN GST

The procurement of products or services, or both, is a taxable occurrence under GST.
Various taxable activities, such as manufacture, selling, rendering of a service,
purchase, entry into a state's territory, and so on, have been eliminated in favour of a
single taxable event, supply. Except for taxes on the supply of alcoholic beverages for
human consumption, the constitution defines "Goods and Services Levy" as any tax
on the supply of goods, services, or both.
The GST would be imposed on intra-state supplies by both the federal and state
governments at the same time. The Parliament, on the other hand, would have
exclusive authority to pass legislation relating to the imposition of the Goods and
Services Tax on interstate supplies.
The word "supply" has been described broadly in the Act. The following six criteria,
which can be used to describe a transaction as a supply, can be used to explain the
definition and scope of supply under GST.
● Supply of goods or services. Supply of anything other than goods or services
does not attract GST
● Supply should be made for a consideration
● Supply should be made in the course or furtherance of business
● Supply should be made by a taxable person
● Supply should be a taxable supply
● Supply should be made within the taxable territory
Although these six parameters determine supply, there are a few exceptions to the
necessity of supply being made for consideration and in the course of business. Except
in a few cases where a transaction is considered to be a supply even without
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consideration, any transaction involving the supply of products or services without
consideration is not a supply. Furthermore, whether or not in the course or furtherance
of industry, the importation of commodities for consideration is treated as supply.
Supply of Goods or Services or Both
In the GST Law, both goods and services are specified. Securities are not used in either
the definition of products or the definition of services. Money is not included in the
concept of products or services, but activities involving the use of money or its transfer
from one form, currency, or denomination to another form, currency, or denomination
for which a separate consideration is paid are included in services.
A few operations are mentioned in Schedule II of the CGST Act, 2017 as being treated
as either a supply of goods or a supply of services. Any transfer of title in goods, for
example, is a supply of goods, while any transfer of right in goods without the transfer
of title is a service.
Further Schedule III to the CGST Act, 2017 spells out activities that shall be treated
as either supply of goods or supply of services or outside the scope of GST. This
includes:
● An employee's services to his or her employer in the course of or in connection
with his or her work.
● Funeral, funeral, cremation, or mortuary care, as well as transportation of the
deceased.
● Selling off land and buildings where the entire consideration has been earned
after the completion certificate has been given or the building has been
occupied for the first time.
While actionable claims are included in the definition of goods, Schedule III states that
actionable claims that are not lottery, betting, or gambling are neither goods nor
services.
Supply for Consideration
In the CGST Act, 2017, the term "consideration" is specified explicitly. It can be
monetary or non-monetary. Subsidies from the federal government or state
governments are not counted as compensation. It makes no difference if the payment
is made by the receiver or someone else.
A deposit provided in return for the supply of goods, services, or both is not considered
payment for the supply unless the supplier uses the deposit as consideration for the
supply.
Furthermore, as goods or services are exchanged, the same operation is both a supply
and a consideration. A haircut is a supply of services by the barber as he cuts hair in
exchange for a painting. It's a payment for the painting you've got.
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There are several exceptions to the provision of Consideration as a precondition for a
supply to be referred to as a supply under GST. According to the schedule to the CGST
Act, 2017, the following operations will be considered as a supply even if they are
performed without consideration:
● Permanent transfer or disposition of business properties for which an input tax
credit has been claimed.
● When made in the course or furtherance of business, a supply of goods or
services, or both, between related or distinct persons as described in Section
25: Gifts from an employer to an employee worth less than fifty thousand
rupees in a financial year are not considered a supply of goods or services or
both.
● Supply of goods— (a) by a principal to his agent, with the agent agreeing to
supply the goods on the principal's behalf; or (b) by an agent to his principal,
with the agent agreeing to obtain the goods on the principal's behalf.
● Import of services from a related individual or any of his other establishments
outside India in the course or furtherance of business by a taxable person.
Supply in the Course or Furtherance of Business
GST is a tax that only applies to commercial transactions. As a result, only supplies
made in the course or furtherance of business count as GST supplies. As a
consequence, any supplies made by an entity in his capacity are excluded from GST
unless they fall under the Act's scope of the company. Even if it is a vocation, selling
products or providing services is considered a supply under GST. As a result, even
though a well-known politician paints paintings for charity and sells them once in a
while, the sale will be considered a supply.
However, there is one exception to this ‘Course or Furtherance of Business’ rule i.e.,
import of services for consideration.
Supply by a Taxable Person
A taxable individual must make a supply that is subject to GST. As a consequence, a
supply between two non-taxable persons does not count as a GST supply. A "taxable
person" is someone who is registered or is required to be registered under section 22
or 24 of the Internal Revenue Code. As a result, even if a person is not licensed but is
required to be, he or she is a taxable person. Similarly, a person who is not required to
be registered but has voluntarily registered and obtained registration is a taxable
person.
It should be noted that GST is a state-centric system in India. As a result, an individual
who makes supplies in multiple states must register separately in each state.
Furthermore, if a person has multiple business verticals, he or she can register in more
than one state. For GST, a person who has obtained or is expected to obtain more than
one registration, whether in one State or Union territory or more than one State or
Union territory, is regarded as a different person for each such registration. As a result,
a supply between these entities is a GST supply.
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Taxable Supply
A supply must be taxable to be subject to GST. The term "taxable supply" has been
defined broadly to include any supply of goods, services, or both that is subject to
taxation under the Act. Exemptions can be granted for specific products or services, as
well as a specific group of people or businesses that provide them.
Supply in the Taxable Territory
The place of supply, except Jammu and Kashmir, must be in India for a supply to be
subject to GST. Sections 10, 11, 12, and 13 of the IGST Act 2017 specify the place of
supply of any goods or services.
Inter/Intra State Supply
If a supply is regarded as an Intra State or an Inter-State supply is determined by the
position of the supplier and the location of the supply. The essence of the supply must
be determined to determine whether integrated tax or Central plus State tax must be
charged. The phrase "inter-state supply of goods" refers to a supply of goods where
the source and the purchaser are situated in separate States or Union territories. IntraState supply of products refers to where the supplier's position and the place of supply
are all within the same State or Union territory. Imports, as well as supplies from and
to SEZs, are called interstate supplies.
Composite/Mixed Supply
A composite supply is one made by a taxable individual to a recipient that consists of
two or more supplies of products or services, or some combination of them that are
naturally packaged and supplied in tandem in the ordinary course of business, one of
which is a principal supply. For example, a flight from Mumbai to Delhi can include
food service onboard, free insurance, and access to an airport lounge. In this situation,
passenger transportation is the most important component of the composite supply and
is regarded as the primary supply, while all other supplies are considered ancillary.
The GST Law lays down the tax liability on a composite or mixed supply in the
following manner.
● A composite supply that consists of two or more supplies, one of which is a
principal supply, is called a supply of that principal supply.
● A mixed supply, which consists of two or more goods, is treated as a supply of
the supply with the highest tax rate.
2.4

SALIENT FEATURES OF GST

1. The tax is imposed on the production and selling of products, as well as the

provision of services, according to the current definition. However, GST would
apply to the provision of goods or services.
2. The GST would have a dual impact, with the Centre and States levying it on a
similar tax base at the same time. The GST imposed by the Centre on intra-State
supplies of goods and/or services will be known as Central GST (CGST), while
the GST imposed by the States will be known as State GST (SGST).
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3. All commodities other than alcoholic drinks for human consumption and five

petroleum products, namely petroleum crude, motor spirit (petrol), high-speed
diesel, natural gas, and aviation turbine fuel, will be subject to the GST. It would
apply to all programmes, except a few that would be mentioned.
4. Tobacco and tobacco goods will be subject to GST, and the Centre will be able
to charge Central Excise Duty on them.
5. The GST will replace the following taxes currently levied and collected by the
Centre:
○ Central Excise Duty
○ Duties of Excise (Medicinal and Toilet Preparations)
○ Additional Duties of Excise (Goods of Special Importance)
○ Additional Duties of Excise (Textiles and Textile Products)
○ Additional Duties of Customs (commonly known as CVD)
○ Special Additional Duty of Customs (SAD)
○ Service Tax
6. State taxes that would be subsumed under the GST are:
○ State VAT
○ Central Sales Tax
○ Luxury Tax
○ Entry Tax in lieu of octroi (ETILO)
○ Entertainment Tax (not levied by local bodies)
○ Taxes on advertisements
○ Purchase Tax
○ Taxes on Lotteries, Betting and Gambling
○ State cesses and surcharges insofar as they relate to supply of goods
and services
*ETILO is a small tax that is difficult to comply with and causes substantial
economic damage. It splits the Indian common market and functions like a tariff
on products imported from the rest of the country into a local/municipal sector.
7. On inter-State procurement of goods and services, the Centre will tax and raise

an Integrated GST (IGST). The accounts between the Centre and the States will
be settled regularly to ensure that the SGST part of the IGST is transferred to the
state where the goods or services are ultimately consumed.
8. Taxpayers would be entitled to claim credit for taxes paid on inputs (input tax
credit) and add it to the payment of production tax. However, no CGST input tax
credit can be applied to the payment of SGST, and vice versa. The IGST credit
will be allowed to be used to pay the IGST, CGST, and SGST in that order.
9. Under the GST regime, the Harmonised System of Nomenclature (HSN) code
will be used to identify products. Taxpayers with a turnover of more than Rs. 1.5
crores but less than Rs. 5 crores should use a two-digit code, whereas those with
a turnover of more than Rs. 5 crores should use a four-digit code.
10. Exports are called zero-rated availability. Export products are exempt from
taxation, but exporters can claim credit for input taxes related to the supply.
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11. Imports of goods and services will be classified as inter-State supplies and

subject to the IGST in addition to any relevant customs duties.
12. To the greatest degree possible, the rules, legislation, and procedures for levying
and collecting CGST and SGST would be in sync.
2.5

CENTRAL AND STATE FINANCIAL RELATIONSHIP

The Constitution (One Hundred and Twenty-second Amendment) Bill, 2014 (“Bill”)
aims to implement the goods and services tax (“GST”) by granting the Union and state
governments reciprocal taxing powers overall transactions involving the supply of
goods, services, or both. It would allow the Union to levy tax on the selling of products
that had previously been the province of the states, and the states would be able to levy
tax on services that had previously been mainly the province of the Union government.
The implementation of the GST in this manner would certainly be the most thorough
reorganization of India's indirect taxation system.
2.6

THE CONSTITUTION (122 AMENDMENT) GST BILL 2014

Highlights of the Bill
● The bill amends the Constitution to provide for the implementation of a goods
and services levy (GST).
● The GST would be enacted by both the federal and state legislatures at the same
time. Only the central government has the authority to levy an integrated GST
(IGST) on interstate supplies of goods and services, as well as imports.
● GST exemption has been granted for alcohol intended for human consumption.
Five petroleum products will be subject to GST at a later date.
● The GST Council would make recommendations on tax rates, additional tax
periods, supply principles, and special arrangements for some nations, among
other items. The Union Finance Minister, Union Minister of State for Revenue,
and state Finance Ministers will make up the GST Council.
● The bill grants the government the authority to charge an additional tax of up
to 1% on goods that are exported between states for a term of two years or
more. This tax would be levied on the states that supply the goods.
● Up to a five-year term, Parliament may provide compensation to states for any
revenue loss caused by the implementation of GST.
Key Issues and Analysis
● By combining all indirect taxes into one levy, an optimal GST regime aims to
establish a harmonised system of taxation. It aims to resolve issues with the
existing indirect tax system by expanding the tax base, removing tax cascading,
rising enforcement, and reducing economic distortions created by tax
differences between states.
● The rules of this bill fall short of an optimal GST system. Deferring the
imposition of GST on five petroleum products could result in a tax cascade.
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● The additional 1% tax on goods shipped across state lines dilutes the aim of
establishing a unified national market for goods and services. The cost of interstate trade of a good would be higher than intra-state trade, with retail
customers bearing the brunt of the cost. Furthermore, tax cascading will
proceed.
● The bill requires the federal government to tax and raise GST on interstate trade
and commerce. Instead, some experts suggest using a changed bank model for
interstate transactions to reduce tax enforcement and administrative burdens.
2.7

PRINCIPLES OF SUBSUMING TAXES UNDER GST

2.7.1 Basic Principle for subsumption of Taxes
To begin, it is necessary to refer to the concepts outlined in the Empowered Committee
of State Finance Ministers' "First Discussion Paper on Goods and Services Tax" in
India, which was published in 2009.
(i)
Subsumed taxes or levies should mainly be of the form of indirect taxes,
either on the supply of goods or on the supply of services.
(ii)
Subsumed taxes or levies should be part of the transaction chain, which
begins with the importation, production, or provision of products or
services on one end and ends with the consumption of goods and services
on the other.
(iii) The subsumption should result in the free flow of tax credit in intra and
inter-State levels.
(iv)
GST does not include taxes, levies, or fees that are not explicitly related to
the procurement of goods and services.
(v)
Revenue fairness for both the Union and the States individually would need
to be attempted.”
The above principles were decided upon by the Task Force established for the 13th
Finance Commission Report on Goods and Services Tax. It would be fitting to list the
admitted facts that would assist in explaining why and how taxes would be subsumed
in GST to explain the concept of tax subsumption:
● GST will grant both the state and the federal government the right to levy taxes
on the entire supply chain at the same time. As a result, all indirect taxes
currently imposed by the states and the federal government, wherever they are
levied in the supply chain of goods and services and whatever form, will be
incorporated into GST.
● Both the supply of goods and the supply of services will be subject to GST.
Both state and federal taxes on the procurement of products and services, from
import/manufacture/production of goods or provision of services on one end to
consumption on the other, will be combined into the new levy.
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● Only the taxes imposed by the federal and state governments on the supply of
goods and services will be included in the GST. Thus, all taxes imposed by
local governments, as well as taxes levied by the federal government and the
state government, other than taxes on goods and services, will be excluded
from the GST.
● With the introduction of GST, both the state and the federal government will
lose current revenues. As a result, revenue parity and equality betw
● een the states and the federal government for tax allocation must be retained.
● As previously mentioned, there should be no cascading effect of taxes charged,
and tax subsumption should result in a free flow of tax credit in interstate and
intrastate trade.
2.7.2 Taxes to be subsumed in Goods and Services Tax
The above para lays down the basic theory behind the subsumption of taxes in GST.
Various Indirect Taxes Levied by Centre and the State which are proposed to be
subsumed in GST are as follows:
● Central Indirect Taxes and Levies to be subsumed
○ Central Excise Duty,
○ Additional Excise Duties,
○ Excise Duty levied under the Medicinal and Toilet Preparations (Excise
Duties) Act, 1955,
○ Service Tax,
○ Additional Customs Duty is commonly known as Countervailing Duty,
○ Special Additional Duty of Customs, and
○ Central Surcharges and Cess, so far as they relate to the supply of goods
and services.
● State Indirect Taxes and Levies to be merged
○ State Value Added Tax/Sales Tax,
○ Entertainment Tax (other than the tax levied by the local bodies),
○ Central Sales Tax (levied by the Centre and collected by the States),
○ Octroi and Entry tax,
○ Purchase Tax,
○ Luxury tax,
○ Taxes on lottery,
○ betting and gambling; and
○ State cess and surcharges in so far as they relate to supply of goods and
services.
The above taxes are directly related to the purchase of goods and services, and they
fall through the supply chain from the point of raw material procurement to the end
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customer's consumption of goods and services. Many of these taxes are currently
imposed by the state or the federal government.
2.8

LET US SUM UP

The Goods and Services Tax (GST) is a destination-based tax. Its key aim is to merge
all indirect tax levies into a single tax, except customs (excluding SAD), to replace
multiple tax levies, resolve the shortcomings of the current indirect tax system, and
boost tax administration performance. The Goods and Services Tax, or GST, is a major
indirect tax reform in India that integrates the central and state governments' major
indirect taxes. It is a broad tax that applies to the production, selling, and consumption
of goods and services. The GST is a value-added consumption tax imposed at the point
of origin. At each transactional stage of the supply chain or operation, it is "collected
on value-added products and services." Several countries have already introduced
GST-based VAT systems. The GST was implemented in India on July 1, 2017.
2.9

KEYWORDS

● ITC: Input Tax Credit or ITC is the tax that a business pays on a purchase and
that it can use to reduce its tax liability when it makes a sale. In other words,
businesses can reduce their tax liability by claiming credit to the extent of GST
paid on purchases.
● SME: Small and medium-sized enterprises or small and medium-sized businesses
are businesses whose personnel numbers fall below certain limits. The
abbreviation "SME" is used by international organizations such as the World
Bank, the European Union, the United Nations and the World Trade Organization.
● Luxury Tax: A luxury tax is a sales tax or surcharge levied only on certain
products or services that are deemed non-essential or accessible only to the superwealthy.
● Entry Tax: Entry Tax is a tax on the movement of goods from one state to another
imposed by the state governments in India. It is levied by the recipient state to
protect its tax base. The tax was introduced on 1 September 2000.
● Finance Commission: The Finance Commissions are commissions periodically
constituted by the President of India under Article 280 of the Indian Constitution
to define the financial relations between the central government of India and the
individual state governments.
● Tax Subsumed: The single GST subsumed several taxes and levies, which
included central excise duty, services tax, additional customs duty, surcharges,
state-level value-added tax and Octroi. Other levies which were applicable on
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inter-state transportation of goods have also been done away with within the GST
regime.
2.10

FURTHER READINGS

● Swain AK & Agrawal – GST: Concepts and Applications, Himalayan Publishing
House.
● GST Manual: Taxman’s Publication Ltd., New Delhi.
● GST and Indirect Taxes, Sanjeet Sharma, V.K. Global Pub. Pvt. Ltd, New Delhi.
● Mishra, Padhi and Bera – Text Books on GST & Practice, Vikas Publishing House
Pvt. Ltd. New Delhi.
2.11

MODEL QUESTIONS

Q1: Write the meaning of GST. What are the objectives of GST?
Q2: Discuss the scope of supply in GST
Q3: What are the salient features of GST?
Q4: Briefly narrate the highlights of the constitution GST Bill 2014
Q5: What are the principles of subsuming taxes under GST?
Q6: Write short notes on the followings:
● Luxury Tax
● SME
● Tax Subsumed
● ETILO
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INDIRECT TAX
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Keywords
Further Readings
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3.0

LEARNING OBJECTIVES

After studying the unit, you will be able to know
● The Features and Types of Indirect Taxes
● The Advantages and Disadvantages of Indirect Taxes
● Dual Model of GST
● The difference between VAT And GST
3.1

INTRODUCTION

Taxes that can be passed on to another agency or person are known as indirect taxes.
Typically, they are levied on a producer or retailer, who then passes the tax on to the
customer. The excise tax on tobacco and alcohol is the most prominent example of an
indirect tax. VAT (Value Added Tax) is another example of an indirect tax. An indirect
tax is imposed on the occurrence of an event rather than its observable outcomes. It is
a tax that is typically transferred from the payer to the ultimate purchaser of the taxable
products. Normally, it resembles customs and excise taxes, as well as income taxes.
Indirect tax is a form of tax in which the incidence and effect of taxes are not borne by
the same individual. The government collects it from a third party, such as a retailer or
a manufacturer. The buyer of the goods and services pays the final tax rate. To put it
another way, indirect taxes are those that can be passed from one citizen to another. It
is not levied directly on the taxpayer's wages, but rather on the costs they incur. Sales
tax, entertainment tax, excise duty, and other indirect taxes are examples.
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3.2
●
●
●
●
●
●

FEATURE OF INDIRECT TAX
Payment and Tax Load - Indirect taxes are paid by the service provider and
passed on to the final customer.
Liability of Tax – In this situation, the seller or service provider pays indirect
taxes, which are then passed on to the final customer.
Nature – Indirect taxes were originally designed to be regressive. However, since
the implementation of GST, they have been even more progressive.
Evasion - Since indirect taxes are imposed directly on goods and services, they
are difficult to avoid.
Investment and saving - Since they demotivate customers and promote savings,
most indirect taxes are mainly growth-oriented.
Social Coverage - Since the indirect tax is imposed on anyone who buys goods
or services, it has a much wider scope.

3.3

TYPES OF INDIRECT TAXES

There are 7 main types of indirect taxes in India. However, after the implementation
of GST, these taxes are streamlined into one singular tax to reduce hassles of
compliance.
●

●

●

●
●

●

●

Service Tax: A tax levied on an entity's services and paid by the beneficiary
of those services. The Central Government is responsible for collecting and
depositing service tax, which is collected and deposited by the central
government.
Excise duty: In India, a tax is imposed on products that are produced or
processed there. It's a manufacturing tax that's charged by the maker, who then
recoups the cost from his customers.
Value Added Tax: This levy, also known as VAT, is imposed in India on the
selling of movable goods. VAT, which is imposed by the respective state
governments on intra-state purchases, and Central Sales Tax, which is levied
by the federal government on inter-state sales, are levied on products sold
directly to consumers.
Customs Duty: Import taxes are imposed on goods that are brought into India.
It can also apply to goods being shipped out of India in certain cases.
Stamp Duty: A tax imposed on the sale of immovable property within the
state's borders. The State Government levies it, and the prices vary. It can also
be used on any legal document.
Entertainment tax: This tax is imposed on all financial transactions related to
entertainment and is only levied by the respective state governments. Video
games, movie shows, theme parks, arcades, sporting events, and so on are all
examples.
Securities Transaction Tax: A tax imposed when shares are traded on the
Indian Stock Exchange.
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3.4

ADVANTAGES AND DISADVANTAGES OF INDIRECT TAXES

Advantages
● The poor can contribute: Many direct taxes are mostly withheld from the
countries less economically prosperous population. Indirect taxes, on the other
hand, enable the government to reach out to the poorest members of society.
● Equitable: Indirect taxes on goods and services used by only the elite are often
raised on the upper crust of society. Another example of fair taxation is the
luxury tax.
● Convenient: Indirect tax is generally imposed in small quantities and is only
charged at the time of purchase. It's also factored into the overall cost of a
product or service. When products are sold and bought, indirect taxes are
automatically collected. It also necessitates little effort on the part of the
government to obtain.
● Broad-based: Indirect taxes are evenly distributed across a large spectrum of
products and services. As a result, the taxpayer is not exposed to a high degree
of direct taxation, which could harm their economic and social lives.
Disadvantages
● Regressive: Since there are several different types of indirect taxes, some of
them may help to close the gap between the rich and the poor, while others
explicitly target subsistence products. The salt tax, for example, is imposed on
everyone fairly. As a result, both the wealthy and the poor must pay the same
price. This penalty, however, would have a greater effect on the poor than on
the affluent.
● Raises prices unduly: Indirect taxation may be a cumulative method. On a
point-based transaction scheme, each middleman is likely to levy their service
tax, causing the commodity's price to rise.
3.5

DIRECT TAX VS INDIRECT TAX

Context

Direct Tax

Indirect Tax

Imposed on

Income and profits

All the goods and services

Who pays

Individuals and businesses

End-consumers

How much

Depends
profits

Transferability

Not transferable

Transferable

Tax Evasion

Possible

Not possible

on

income

and Same for everyone

27

Nature

Progressive

Regressive

Collections

Complex

Convenient

Common examples Income tax and securities GST, excise duty, and VAT
transaction tax

3.6

DUAL MODEL OF GST

GST Platform with two models due to its peculiar federal existence, India has adopted
a dual GST model. The dual model entails the central and state governments levying
taxes on a similar basis at the same time. Any intrastate transaction is subject to the
SGST (i.e. transaction within the state). The CGST stands for Central Goods and
Services Levy. Any intra-state transaction is subject to the CGST. The UTGST will be
levied on the supply of goods and services in each of India's union territories. Any
interstate transaction (i.e., a transaction between two states) and imports are subject to
IGST.
Features of the Dual GST Structure
● The GST, or Goods and Service Tax, is made up of two parts: one levied by
the federal government (known as the Central GST or CGST) and another
collected by state governments (referred to as State GST or SGST)
● All transactions involving products and services are subject to both the CGST
and the SGST.
● Both the CGST and the SGST are billed to the Central and State governments'
respective accounts.
● The CSGT and SGST are handled separately, which ensures that taxes paid
against the CGST may be used as an Input Tax Credit (or ITC)
● Except for inter-state procurement of goods and services, there is no crossutilization of the Input Tax Credit between the CGST and the SGST.
● Both the Central and State governments are to prevent credit accumulation
based on GST refunds, except in the case of exports, input tax at a higher rate
than production tax, and the procurement of capital goods, among other things.
● Both CGST and SGST have a standardized collection protocol outlined in their
respective legislation.
● Regarding gross annual turnover, the composition or compounding scheme for
GST has an upper limit and a floor tax rate.
● As a taxpayer, you must send periodic returns to both the CGST and SGST
authorities in a standard format.
● Each taxpayer is allotted a 14-15 digit PAN-linked taxpayer identification
number
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Benefits of Dual GST
The Dual GST framework is a clear and straightforward tax system with predetermined
CGST and SGST rates. The benefits of having a dual GST structure include –
● The number of taxes imposed by the federal and state governments is being
reduced.
● A reduction in the effective tax rate for various goods
● Elimination of the current tax cascading impact
● Simplicated tax enforcement reduces the taxpayer's transaction costs.
● Tax revenues increased as a result of a wider tax base and stronger enforcement
3.7

PRE-GST REGIME AND GST REGIME

Parameter

VAT

GST

Structure

Customs duty/central excise
duty, central sales tax on goods
and services, surcharges, and
cesses were also included in
the old taxation scheme. State
VAT, WCT, amusement tax,
luxury tax, gambling, betting,
and lottery tax, sales tax
deducted at source, and
surcharges and cesses were
among the state taxes.

Except for motor spirit,
petroleum, natural gas,
and high-speed diesel,
all central and state
taxes will be merged
under GST, and a
single tax will be
imposed on all goods
and services.

Basis of Levy

The tax would be imposed at
the point where goods are
made or sold, or where
services are provided, under
the VAT system.

GST would be charged
at
the
point
of
consumption, similar to
a
destination-based
levy.

Registration

The registration of VAT is
decentralised between state
and central authorities.

There will be uniform
e-registration
under
GST, based on the
entity's PAN.

Validation

The framework will partially
verify the returns under VAT,
and complete verification will
be subject to state or central
authority evaluations.

Validation will take
place on the framework
under
GST,
and
accuracy tests on input
credit tax payments and
utilisation will be
conducted.
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Filing of Returns and
Collection of Tax

Service tax and central excise
were uniforms in the previous
case, but VAT differed from
state to state.

The GST procedure is
standardised, and the
deadlines for collecting
or depositing tax and
filing returns are all the
same.

Service Tax

Under the Finance Act, the
centre charges service tax on a
list of facilities on a
provision/payment basis.

Depending on the laws
regulating Place of
Supply, the State GST
subsumes service tax.

State VAT

Under VAT, all commodities
apart from those exempt are
taxed.

Under GST, the State
GST subsumes this tax.

Excise Duty

Excise duty will be imposed up
until the point of manufacture
under VAT.

The excise duty will be
replaced by the Central
GST, and the tax will
be imposed up to the
retail level under GST.

Basic Customs Duty

Under VAT, the centre charges
tax on imports under a separate
act.

No change.

Special
Duty

Under Vat, the centre charges
tax on imports separately.

Under GST, this duty is
subsumed by State
GST.

Entry Tax

Certain states charge an entry
tax for inter-state transactions
that are detained as imports in
the local region under the
VAT.

Under the GST, there
will be no entry tax, but
an additional 1% tax
will be imposed on the
interstate supply of
those goods.

Central Sales Tax

When it comes to inter-state
transactions involving CForms, CST is paid at a
reduced rate of 2% under
VAT. Otherwise, the entire
rate applies, which varies from
5% to 14.5 per cent.

Under
GST,
Integrated
subsumes CST.

Additional

the
GST
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Tax on Export of
Commodities
and
Services

Under VAT, this tax is exempt.

No change.

Tax on Inter-State
Transfer
of
Commodities
to
Agent or Branch

Under VAT, this tax is exempt
against Form F.

Under GST, this tax is
levied but dealers will
have access to full
credit.

Cross Set-Off of Levy

Under VAT, set-off of service
tax and excise duty is
permitted.

Under GST, set-off
between State GST and
Central GST is not
allowed.

Tax on Transfer of
Commodities
to
Agent or Branch

This tax is usually exempt
under
VAT,
but
its
applicability is contingent on
state procedures.

This tax may be
imposed under GST
unless the transferor's
and transferee's TINs
are the same.

Disallowance of credit
on certain items

There are a few non-creditable
goods and services, as well as
CENVAT laws, in the VAT
system.

There will be no such
disallowance
under
GST unless the GST
Council
expressly
permits it.

Disallowance
of
inputs
or
input
services utilised in
exempted
commodities
or
services

Under VAT,
permitted.

not

Unless
the
GST
Council finalises a list
of products that come
under the Negative
List, there will be no
such
disallowance
under GST.

Cascading Effect

There is a credit available
under VAT between service
tax and excise duty, but there is
no set-off against VAT on
excise duty.

Credit is available
under GST for the
entire amount of taxes
paid up to the retailer.

Threshold limits for
levy of tax

The central excise threshold is
Rs.1.5 crore, while the VAT
threshold varies from Rs.5
lakh to Rs.20 lakh depending

According to the GST
Council's
recommendations, the
State GST would range

this

is
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on the state. The service tax
threshold is Rs.10 lakh.

from Rs.10 lakh to
Rs.20 lakh.

Levy of tax on NGOs
and
government
bodies

Certain
government
departments,
non-profit
organisations, and public
sector undertakings may be
subject to VAT.

No changes.

Exemptions

Certain regions, such as the
Northeast, would be eligible
for VAT exemptions.

There will be no such
exemptions
under
GST, and the GST
Council can provide an
Investment
Refund
Scheme for specific
zones.

3.8

LET US SUM UP

An indirect tax is collected by an intermediary and passed on to the government rather
than being paid directly to the government. Indirect taxes are levied on goods and
services in the form of goods and services tax based on production, import, selling, or
purchase of products or provision of services (GST). An intermediary, such as a
producer, broker, or service provider, receives an indirect tax from the customer. The
intermediary files a tax return and sends the tax proceeds along with it to the
government. The final economic burden of the tax is borne by the buyer, who pays
more for the product. Direct taxes, on the other hand, are levied on people and raised
by the government directly from those who are subjected to them. In indirect taxation,
the duty to pay taxes differs from one consumer to the next since these taxes are
imposed by the government on goods and services rather than on an individual's wages,
benefit, or revenue. These fees can be passed on from one taxpayer to the next. This is
in contrast to direct taxes, which are paid by the individual who is taxed.
3.9

KEYWORDS

● Cascade Effect: A cascade effect is an inevitable and sometimes unforeseen chain
of events due to an act affecting a system.
● Dual GST: The Dual GST is believed to be a straightforward tax of one or two
rates for the Central Goods and Services Tax (CGST) and the State Goods and
Services Tax (SGST). Via effective legislation, both the Centre and the States in
India have been given the authority to levy and collect taxes.
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● VAT: A value-added tax (VAT) is a consumption tax placed on a product
whenever value is added at each stage of the supply chain, from production to the
point of sale.
● Excise Duty: Excise duty is a tax levied on products manufactured within the
country, as opposed to custom duty, which is imposed on goods imported from
abroad. GST has now absorbed a host of indirect taxes, including excise duty, as
readers should be aware.
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MODEL QUESTIONS

Q1: Discuss the salient features of Indirect Tax.
Q2: Write the difference between Direct Tax and Indirect Tax.
Q3: What are the advantages and disadvantages of Indirect Tax?
Q4: Write a note on the Dual Model of GST.
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