A Paradigm shift in GST for Banking Industry 

Banking sector is one of the prominent and largest service sector in India. Banks operate in multiple branches in multiple states wherein all the branch premises and services can be registered by making a single application in ST. Current GST framework envisage the concept of State wise registration rather than centralized registration. Considering this provision banks may be needed to do state wise reporting and scatter audit mechanism. Though government may relax two provisions – single registration and centralized audit in the revised model law which is expected to be released in Oct 1st week.

In the current banking scenario, retail banking vertical plays a dominant role constituting more than       90% of transactions. Retail banking transactions comprise financial transactions with customers such as consumer deposits, loans, and checking accounts. Services like Interest or discount on deposits and loans or advances are included in negative list where no service tax gets levied. Other services like ATM charges, Loan processing charges, Cheque book issuance charges, DD/PO charges are chargeable to service tax. There is no manifestation of exempt services in Model GST Law. If there will no tax privilege of services in GST, it can get a bit expensive for customers.

Banks will require to measure and record internal transactions among bank branches. Self supplies under GST will also be subject to tax if services supplied from one registration entity to another. Invoices for self supplies transactions must be raised.

Currently, banks do not issue any commercial invoices due to the exemption laid down in Rule 4A. But in GST, there is a prerequisite to upload invoice details which means now banks will have to raise invoices to customers. Banks do numerous transactions with customers in a day and raising invoices for each transaction may be practically cumbersome. GSTN will facilitate periodic (daily or weekly) upload of invoices. Some specified provisions might come related to banking invoices in GST rules.

Determining POS is a key driver in GST. Place of supply helps in deciding which GST rules should be used whether a combination of CGST and SGST for intra state or IGST for interstate. POS rule says: In case of account based service - location of the recipient on the record of supplier of services, non account based service - location of the supplier shall be the POS. Assessment of correct POS is all that is required to calculate right taxes.

For each month, banks are required to file separate statement of outward and inward supplies, returns, ISD. If the turnover during a FY exceeds one crore, then accounts shall get audited by a chartered accountant or cost accountant. In addition to this a reconciliation statement will be submitted along with the annual return. Therefore, banks should be committed for robust IT infrastructure in order to meet all compliance requirements smoothly.





