

                 GOODS AND SERVICE TAX (GST) 
   _________________________________________________

· What is GST and its structure :-
Goods and Service Tax  is also known as GST in a Canadian value added tax  on most goods and services sold for domestic  consumption. The GST  is paid by the consumers but it is levied and remitted to  the government  by businesses. It would be a comprehensive  tax on central excise duty ( CENVAT), service tax , additional custom duty  (CVD) ,special additional duty of custom (SAD), central sales tax (CST) from central taxes to be subsumed in GST and  state-wise vat/sales tax, entertainment tax, luxury tax, taxes on lottery , octroi & entry tax and purchase tax  from state taxes to be  subsumed in GST. In Indian , dual GST has been proposed for every transaction of supply of goods and services  where    the Central Goods and Service Tax (CGST)  will cover  excise and service tax whereas  the   State  Goods and Service Tax (SGST) will cover local vats and other state levied taxes ( i.e.  Octroi & entry tax, entertainment taxes and other state levied taxes) plus Centre will levy IGST on inter-State supply of goods and services.   It is a tax on supply of any goods and services or both except  taxes  on the supply  of the alcoholic liquor  for human consumption.
· Constitution and GST:-
Under the constitution as per Article 246 we have  taxation jurisdictions as under:-
 a. union list  as per powers given to   CG as mentioned in   list I in the seventh schedule.
 b. state list as per powers given to SG as mentioned in list II in the seventh schedule.
 c. concurrent list  for both the power of CG and SG  as  in  list III  in the seventh schedule. 
The CG tabled  the 122nd   Constitutional Amendment Bill 2014  on the introduction of the Goods and Service Tax (GST)  was introduced in LS  on 19.12.2014 and has been passed on 6th May, 2015 and same is referred to Rajya Sabha’s  Select Committee 
[bookmark: _GoBack]which replaces earlier bill introduced in 2011.
The following are the salient features of Constitution122nd Amendment Bill, 2014:
· subsuming of  various  central indirect taxes  and levies in relation to supply of goods and services.
· subsuming of state value added taxes  to  supply goods and services.
· Replacing the concept of “declared goods of  special importance “under  the constitution.
· levy of IGST  on  Inter- state  transactions of goods and services @1%  
· coverage of all goods and services , except alcoholic liquor for  human consumption, for levy of goods and service tax . In case of petroleum and petroleum products, it has been provided that these goods shall not be subject to the levy of Goods and Services Tax till a date notified on the recommendation of the Goods and Services Tax Council.

· compensation to the  states  for loss of revenue arising on account of implementation of the Goods and Service Tax for which may extend to five years.

·  creation of Goods and Services Tax Council to examine issues relating to goods and services tax and make recommendations to the Union and the States on parameters like rates, exemption list and threshold limits. The Council shall function under the Chairmanship of the Union Finance Minister and will have the Union Minister of State in charge of Revenue or Finance as member, along with the Minister in-charge of Finance or Taxation or any other Minister nominated by each State Government. It is further provided that every decision of the Council shall be taken by a majority of not less than three-fourths of the weighted votes of the members present and voting in accordance with the following principles:—
a. the vote of the Central Government shall have a weightage of one-third of the total votes cast, and
b. the votes of all the State Governments taken together shall have a weightage of two-thirds of the total votes cast in that meeting.
·  levy of an additional non-vatable tax on supply of goods of not more than 1% in the course of inter-State trade or commerce, for a period not exceeding 2 years, or such other period as the GST Council may recommend, to protect the interests of the producing/manufacturing States. This additional tax on supply of goods will be levied and collected by the Government of India, over and above the IGST levied under the proposed Article 269A (1). This tax shall be assigned to the States from where such supplies originate.

· GST : Key Features:-
The following are the key features of the proposed GST model:-
A. Dual  Goods and Service Tax : CGST and SGST
B. Inter-State Transactions and the IGST Mechanism: The Centre would levy and collect the Integrated Goods and Services Tax (IGST) on all inter-State supply of goods and services. The IGST mechanism has been designed to ensure seamless flow of input tax credit from one State to another. The inter-State seller would pay IGST on the sale of his goods to the Central Government after adjusting credit of IGST, CGST and SGST on his purchases (in that order). The exporting State will transfer to the Centre the credit of SGST used in payment of IGST. The importing dealer will claim credit of IGST while discharging his output tax liability (both CGST and SGST) in his own State. The Centre will transfer to the importing State the credit of IGST used in payment of SGST.
C. Destination-Based Consumption Tax: GST will be a destination-based tax. This implies that all SGST collected will ordinarily accrue to the State where the consumer of the goods or services sold resides.
D. Computation of GST on the basis of invoice credit method: The liability  under the GST will be invoice credit  method i.e.  cenvat credit will be allowed  on the basis of invoice issued by the suppliers.
E. Payment of GST:  The CGST and SGST are to be paid  to the accounts of the central and states respectively.
F. Goods and Services Tax Network (GSTN): A not-for-profit, Non-Government Company called Goods and Services Tax Network (GSTN), jointly set up by the Central and State Governments will provide shared IT infrastructure and services to the Central and State Governments, tax payers and other stakeholders.
G. INPUT  TAX CREDIT (ITC)  SET OFF : ITC for CGST & SGST will be  taken for taxes allowed against central and state respectively.
H. GST on Imports : Centre will levy IGST on inter-State supply of goods and services. Import of goods will be subject to basic customs duty and IGST.
I. Maintenance of  Records : A taxpayer or exporter would have to maintain separate details in books of account for availment,  utilization or refund of Input Tax Credit of CGST, SGST and IGST.
J. Administration of  GST :  Administration of GST will be the responsibility  of  the GST Council , which will be the apex policy making body of the GST. Members of GST Council comprised of the Central and   State ministers in charge of the finance portfolio. 
K. Goods and Service Tax Council: The GST Council will be a joint forum of the Centre and the States. The Council will make recommendations to the Union and the States on important issues like tax rates, exemption list, threshold limits, etc. One-half of the total number of Members of the Council will constitute the quorum of GST council. 
    
· Benefits of GST :-
A. To Traders:- 
· Reduction in multiplicity of taxes 
· Mitigation of cascading /double taxation.
· More neutralization of taxes especially for exports.
· Development of common national market.
·  Simpler tax regime.
B. To   Government :-
· Simpler Tax System
· Broadening of  Tax base
· Improved compliance & revenue collections
· Efficient use of resources.
· Automation of compliance procedures to reduce errors and increase efficiency.

       
· Impact of GST  : 
GST is expected to result in major rationalization and simplification of the consumption tax structure at both Centre and State levels. It is expected to replace all indirect taxes, thus avoiding multiple layers of taxation that currently exist in India.
Besides simplifying the current system and lowering the costs of doing business, GST will call for a fundamental redesign of supply chains. It will affect how the companies operate their businesses, presenting significant opportunities for long-term revenue and margin improvement.
· Speeds up economic union of India
· By merging all levies on goods and services into one, GST acquires a very simple and transparent character 
· Uniformity in tax regime with only one or two tax rates across the supply chain as against multiple tax structure as of present 
· Increased tax collections due to wide coverage of goods and services 
Improvement in cost competitiveness of goods and  services in the international market .
GST impacts  on Industry:-
(A) Manufacturing and retail sector:-
· Increased  fungibility of credit on goods and services
· Full credit  of tax on interstate sale will reduce cost of procurement/ production.
· No retention/ disallowance on stock transfer of goods will  also reduce cost procurement.
· Credit of import duties will make imports cheaper for retailers . Thus, all imported consumers goods will benefit.
· With introduction of GST , the entry tax and its additional compliances will be eliminated.
· Job work transactions and stock transfers, currently no taxed, are likely to be taxed and will effect production outlay
(B) Entertainment and hospitality :-
· Eliminates multiplicity of taxes.
· By allowing credit between goods and services, GST will prevent cascading of taxes, resulting in increased profits for companies in this sector.
· Simplifies levy and valuation on composite transactions. Thus, will reduce litigation challenges and related costs faced by companies in this sector.
    ( C ) IT & telephone :-
· End to classification disputes on software, SIM cards, franchise fees, AMCs, etc.
· Simplifies levy and valuation on composite transactions by eliminating multiplicity of taxes- VAT, service tax, entry tax.
    ( D) Service Sector :- 
· Better credits across goods and services
· No segregation between manufacture, services and trading for utilization of credits

 (E) Infrastructure & real estate :-
· Simplifies levy and valuation on composite transactions by eliminating multiplicity of taxes- VAT, service tax, Entry Tax
· Increase in total tax incidence on certain products under the GST regime such as cement and steel
· SEZ benefits to continue – supplies to SEZ to be zero rated
· Real estate development transactions – no way forward provided yet
· Stamp duty may continue to apply
( F) Banking, financial services and insurance:-
· Better credits across goods and services
· Increase in credit pool due to availability of GST credits on purchase of goods
· Interest on loans expected to be taxed under GST
(G) Healthcare Industry:-
· Uniform classification of Healthcare products under both CGST and SGST to  avoid litigations.
· Credit on all types of GST ( on goods and services) incurred for all business functions to avoid cascading effect.
· Abolition of all  other indirect taxes like- Entry tax, Cess, Additional Tax , octroi etc.
· Position of credit of taxes paid on pre-operative activities for establishing manufacturing set-up from construction activity till commercial production , Research & Development activity etc.
  
· Challenges for GST  Implementation :-
 Some expected challenges for GST implementation  could be as under:
· Standardization of systems and procedures all over India
· Unfair dispute resolution- Equal powers 
· Training/ Equipping Tax administration 
· Adoption of huge capacity IT to improve efficiency and credit states for input credit utilized as taxes collected would be on account of destination state. 
· States not willing to give Veto to Union
· Compensation disbursal doubts
· IGST(Integrated Goods and Service Tax) :-
· A new model  is developed under proposed GST  to monitor  the interstate trade of goods and services and it is called as IGST.
· Place to supply to determine  the place where the supply of goods /services will take place and to determine whether supplies are interstate or intra state .
· In sub national taxation , determining the place of supply is important as tax revenue accrues to the State  where the supply occur or deemed to occur.
· Tax revenue accrues to the destination/ importing state based on Place of Supply Rules.
· IGST model permits cross-utilization  of credit of IGST, CGST & SGST for paying IGST unlike intra-State supply where the CGST/SGST credit can be utilized only for paying CGST/SGST respectively.
· IGST credit can be utilized for payment of IGST, CGST and SGST in sequence  by Importing dealer for supplies made by him.
· IGST Model envisages that the Centre will levy tax at a rate approximately equal to CGST+SGST rate on inter-State supply of goods & services.
· It would basically meet the objective of providing seamless credit chain to taxpayer located across States.

· For Eg Mr. A (based in Maharashtra) supplied Goods to Mr. B (based in Gujarat) and paid 17% IGST. Mr. A has Input credit of CGST 8% and SGST 8% from local Purchases. So he paid only 1% to Central Government Account i.e. in IGST code of that product. Maharashtra will transfer to Centre 8% SGST used for payment of IGST. 
· Mr. B (based in Gujarat) who had purchased those goods supplied the same locally to Mr. C (based in Gujarat) and liable to SGST 10% and CGST 8%. He will utilize Credit of IGST of 17% first for CGST (8%) and balance for SGST (9%) and will pay 1% in cash. Gujarat Government where goods are consumed is entitled  to get destination based tax i.e. SGST. Centre will transfer 9% IGST Credit used for payment of SGST to Gujarat. In this example, few important points may be noted:
· Maharashtra Government in this transaction will not get any tax since it is inter state supply from Maharashtra to Gujarat
· Central Government will get 9% IGST on inter-state supply of goods to Gujarat (8% from Maharashtra Government and 1% paid as Cash by Mr. A)
· Gujarat Government will get 10% SGST for intra-state supply of Goods (9% from central Government and 1 % paid as cash by Mr. B)
· Important to note is that Mr. B (based in Gujarat) has been allowed full credit  of IGST paid by Mr. A (based in Maharashtra) of 17%

· GSTN ( Goods and Service Tax Network):-
GSTN is a Section 25/Sec 8 of the Companies Act,2013 (not for profit), non-Government, private limited company. It was incorporated on March 28, 2013. The Government of India holds 24.5% equity in GSTN and all States of the Indian Union, including NCT of Delhi and Puducherry, and the Empowered Committee of State Finance Ministers (EC), together hold another 24.5%. Balance 51% equity is with non-Government financial institutions. The Company has been set up primarily to provide IT infrastructure and services to the Central and State Governments, tax payers and other stakeholders for implementation of the Goods and Services Tax (GST).
· Shareholders of GSTN are:
Name of Shareholders                                                    % of Holdings
A. Government Holding:
     – Central Government                                                  – 24.5%
     – State Governments & 2 UTs & EC Collectively    – 24.5%         49 %
 B. Non-Government Holding:
     – LIC Housing Finance Ltd                                          – 11%
     – ICICI Bank Ltd                                                            – 10%
     – HDFC Ltd                                                                     – 10%
     – HDFC Bank Ltd                                                          – 10%
     – NSE Strategic Investment Corporation Ltd         – 10%            51%

· GSTC( Goods and Service Tax Council):-
The 122nd Constitutional Amendment Bill related to changing the Constitution for the introduction of GST seeks to set up a GST  council 

· The President must constitute a Goods and Services Tax Council within sixty days of this Act coming into force. The GST Council aims to develop a harmonized national market of goods and services.
· Composition of the GST Council: The GST Council is to consist of: (i) the Union Finance Minister (as Chairman), (ii) the Union Minister of State in charge of Revenue or Finance, and (iii) the Minister in charge of Finance or Taxation or any other, nominated by each state government.
· Functions of the GST Council: These include making recommendations on: (i) taxes, cesses, and surcharges levied by the centre, states and local bodies which may be subsumed in the GST; (ii) goods and services which may be subjected to or exempted from GST; (iii) model GST laws, principles of levy, apportionment of IGST and principles that govern the place of supply; (iv) the threshold limit of turnover below which goods and services may be exempted from GST; (v) rates including floor rates with bands of GST; (vi) special rates to raise additional resources during any natural calamity; (vii) special provision with respect to Arunachal Pradesh, Jammu and Kashmir, Manipur, Meghalaya, Mizoram, Nagaland, Sikkim, Tripura, Himachal Pradesh and Uttarakhand; and (viii) any other matters.
· RNR( Revenue Neutral Rate)

It is the tax rate that allows the government to receive the same amount of money despite of changes in tax laws. In the GST regime the revenue of the government would not be same in comparison with the present tax structure due to tax credit mechanism, removal of cascading effect , or otherwise. Therefore an adjusted in tax rate is required to avoid reduction in revenue of the government. This adjusted Rate is termed as Revenue Neutral Rate (RNR). It is the rate at which tax revenue will remain same, despite allowing input tax credit and other factor.
In the process of determining the tax rate various facts, figures and factors are taken into consideration before arriving at revenue neutral rate . RNR is the good indicator of future requirement in calculating the adequate compensation to both state as well as central government.
For the determination of RNR, the National Institute Of Public Finance And Policy had undertaken the study on Revenue Implications of GST and Estimation of Revenue Neutral Rate  . NIPFP recommends that GST rate will be same as the combined central and state taxes on Goods at present but it should be is lower than the combined central and state taxes on services.
A panel set up by the state governments has proposed revenue –neutral rate (RNRs) for the central and state components of the proposed goods and service tax (GST) at 12.77% and 13.91% respectively.
Revenue Neutral Rate in GST may simply be defined as the tax rate which seeks to achieve and garner similar revenue under the newly implemented tax structure as collected from taxes which are sought to be subsumed and were in force prior to the implementation of the new tax structure. Thus, the basic objective of the Revenue Neutral Rate can described to prevent the newly implemented tax structure having negative revenue implications. It may also be called an exercise by the States to ensure that their revenue position under the newly implemented law is not worse off than the previously implemented law which the new law seeks to subsume. Whichever way we see, we can conclude that Revenue Neutral Rate is rate which balances the revenue between the two taxation structures i.e. proposed taxation structure and prevalent tax structure. 
The RNR for the CGST and the SGST is determined in accordance with the formula-
RNR = R × 100 ÷ B
Where, RNR : Revenue Neutral Rate for the Centre or the States as the case may be;
R : Collection from the Central or State taxes, as the case may be, which are proposed to be subsumed in the CGST and SGST;
B : Estimated Tax base of the GST
The Two key figures in arriving at the Revenue Neutral Rate is the Existing Revenue being collected from the taxes being subsumed and the Estimated Tax Base from which the Revenue is sought to be collected under the proposed tax regime .
	
· GST  in other countries :-
1.In Malaysia:-
Talk of implementing the goods and service tax (GST) in Malaysia began in 1992, a year after Dato’Seri Anwar Ibrahim was appointed Finance Minister. The implementation date is April1, 2015, and it will be introduced at six percent at the stage of the supply chain. It will replace the sales tax (10%) and service tax (6%) which is on the selected goods and services.
2. In Singapore:- 
Singapore used the gradual approach by starting at three per cent in 1994 when it introduced GST to the present seven per cent which has been in force for the last seven years. The plan is to shift reliance from direct taxes to indirect taxes. This means lower income tax rate to encourage earning, savings and investment as GST is a tax on consumption.
Currently 160 countries in the world that have implemented VAT/GST.
 Number of country based on region are as follows:-
	No.
	Region
	No. of Country

	1
	ASEAN
	7

	2
	Asia
	19

	3
	Europe
	53

	4
	Oceania
	7

	5
	Africa
	44

	6
	South America
	11

	7
	Caribbean, Central & North America
	19


  .



· Steps to be taken for Corporate India to be GST Ready.:-
GST is an opportunity of migrating to a world-class indirect tax compliance system, one that is fully automated, allows proper assessment of business impacts and determination of tax liabilities, and is flexible to accommodate changes in the tax base, rates and rules and procedures. In the absence of clear laws and procedures, businesses would need to anticipate and develop alternate scenarios for the GST design and assess its impact on their accounting and compliance frameworks, cash flows, organizational structure and IT systems.
The governments are planning to extend the 1 per cent tax on stock transfers (also referred to as consignment transfers), which will compound the challenges.
Even service providers would suffer this tax when they transfer parts and supplies to their central warehouse and remove them for repairs and maintenance work at the client site. Exclusion of real-estate and petroleum sectors from GST purview will also lead to denial of input credit in these sectors and lead to cascading. Compliance under GST would require full automation of the accounting and tax reporting procedures.
All interaction with the Goods and Services Tax Network (GSTN) would be electronic. The transition needs to be managed with teams for coordinating activities of different work streams, anticipating risks and potential roadblocks, and ensuring timely completion of all tasks.

· Opportunities for Chartered Accountants :-
      
· Implementation assistance

· Post implementation support

· Tax planning

· Departmental Audit

· System Audit

· Certifications for tax credits & special audit if any.

· Assisting the Governments – both Central and State.



· Goods and Service Tax – The way forward :-

Amendment Bill to be passed.
· Procedure for passage of Constitutional Amendment Bill:-
a. To be passed by 2/3rd majority in both houses of Parliament.
b. To be ratified by at least 50% of the State Legislatures
c. Assent by President of India
Thereafter, GSTC to be constituted .
· GSTC to recommend GST Law and procedures .
· GST Law to be introduced in Parliament / State legislatures.
· GSTN (GST Network) a Section 25 Company ( Sec 8 under Companies Act,2013) formed to design automation of GST in line with TINXYS/NSDL.














