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Unit – I 

Features of Goods and Service Tax 

(i) GST would be applicable on “supply” of goods or services as against the present concept of tax on the 

manufacture of goods or on sale of goods or on provision of services. 

(ii) GST would be based on the principle of destination based consumption taxation as against the present 

principle of origin-based taxation. 

(iii) It would be a dual GST with the Centre and the States simultaneously levying it on a common base. The GST 

to be levied by the Centre would be called Central GST (central tax- CGST) and that to be levied by the States 

[including Union territories with legislature] would be called State GST (state tax- SGST). Union territories 

without legislature would levy Union territory GST (union territory tax- UTGST). 

(iv) An Integrated GST (integrated tax- IGST) would be levied on inter-State supply (including stock transfers) of 

goods or services. This would be collected by the Centre so that the credit chain is not disrupted. 

(v) Import of goods would be treated as inter-State supplies and would be subject to IGST in addition to the 

applicable customs duties. 

(vi) Import of services would be treated as inter-State supplies and would be subject to IGST. 

(vii) CGST, SGST /UTGST& IGST would be levied at rates to be mutually agreed upon by the Centre and the 

States under the aegis of the GSTC. 

(viii) GST would replace the following taxes currently levied and collected by the Centre: Page 5 of 11 

a) Central Excise Duty; 

b) Duties of Excise (Medicinal and Toilet Preparations); 

c) Additional Duties of Excise (Goods of Special Importance); 

d) Additional Duties of Excise (Textiles and Textile Products); 

e) Additional Duties of Customs (commonly known as CVD); 

f) Special Additional Duty of Customs (SAD); 

g) Service Tax; 

h) Cesses and surcharges insofar as they relate to supply of goods or services. 

(ix) State taxes that would be subsumed within the GST are: 

a) State VAT; 

b) Central Sales Tax; 

c) Purchase Tax; 

d) Luxury Tax; 

e) Entry Tax (All forms); 

f) Entertainment Tax (except those levied by the local bodies); 

https://gst.caknowledge.com/dual-gst/
https://gst.caknowledge.com/igst-integrated-goods-services-tax/
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g) Taxes on advertisements; 

h) Taxes on lotteries, betting and gambling; 

i) State cesses and surcharges insofar as they relate to supply of goods or services. 

(x) GST would apply to all goods and services except Alcohol for human consumption. 

(xi) GST on five specified petroleum products (Crude, Petrol, Diesel, ATF & Natural gas) would be applicable 

from a date to be recommended by the GSTC. 

(xii) Tobacco and tobacco products would be subject to GST. In addition, the Centre would continue to levy 

Central Excise duty. 

(xiii) A common threshold exemption would apply to both CGST and SGST. Taxpayers with an annual turnover 

of Rs. 20 lakh (Rs. 10 lakh for special category States (except J&K) as specified in article 279A of the 

Constitution) would be exempt from GST. A compounding option (i.e. to pay tax at a flat rate without credits) 

would be available to small taxpayers (including to manufacturers other than specified category of manufacturers 

and service providers) having an annual turnover of up to Rs. 75 lakh (Rs. 50 lakh for special category States 

(except J&K and Uttarakhand) enumerated in article 279A of the Constitution). The threshold exemption and 

compounding scheme would be optional. Page 6 of 11 

(xiv) The list of exempted goods and services would be kept to a minimum and it would be harmonized for the 

Centre and the States as well as across States as far as possible. 

(xv) All Exports and supplies to SEZs and SEZ units would be zero-rated. 

(xvi) Credit of CGST paid on inputs may be used only for paying CGST on the output and the credit of 

SGST/UTGST paid on inputs may be used only for paying SGST/UTGST. In other words, the two streams 

of input tax credit (ITC) cannot be cross utilized, except in specified circumstances of inter-State supplies for 

payment of IGST. The credit would be permitted to be utilized in the following manner: 

a) ITC of CGST allowed for payment of CGST & IGST in that order; 

b) ITC of SGST allowed for payment of SGST & IGST in that order; 

c) ITC of UTGST allowed for payment of UTGST & IGST in that order; 

d) ITC of IGST allowed for payment of IGST, CGST & SGST/UTGST in that order. ITC of CGST cannot be 

used for payment of SGST/UTGST and vice versa. 

(xvii) Accounts would be settled periodically between the Centre and the State to ensure that the credit of SGST 

used for payment of IGST is transferred by the originating State to the Centre. Similarly the IGST used for 

payment of SGST would be transferred by Centre to the destination State. Further the SGST portion of IGST 

collected on B2C supplies would also be transferred by Centre to the destination State. The transfer of funds 

would be carried out on the basis of information contained in the returns filed by the taxpayers. 

(xviii) Input Tax Credit (ITC) to be broad based by making it available in respect of taxes paid on any supply of 

goods or services or both used or intended to be used in the course or furtherance of business. 

(xix) Electronic filing of returns by different class of persons at different cut-off dates. 

(xx) Various modes of payment of tax available to the taxpayer including internet banking, debit/ credit card and 

National Electronic Funds Transfer (NEFT) / Real Time Gross Settlement (RTGS). 

https://gst.caknowledge.com/input-tax-credit-gst-law/
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(xxi) Obligation on certain persons including government departments, local authorities and government agencies, 

who are recipients of supply, to deduct tax at the rate of 1% from the payment made or credited to the supplier 

where total value of supply, under a contract, exceeds two lakh and fifty thousand rupees. The provision for TDS 

has not been notified yet. Page 7 of 11 

(xxii) Refund of tax to be sought by taxpayer or by any other person who has borne the incidence of tax within 

two years from the relevant date. 

(xxiii) Obligation on electronic commerce operators to collect ‘tax at source’, at such rate not exceeding two per 

cent. (2%) of net value of taxable supplies, out of payments to suppliers supplying goods or services through their 

portals. The provision for TCS has not been notified yet. 

(xxiv) System of self-assessment of the taxes payable by the registered person. 

(xxv) Audit of registered persons to be conducted in order to verify compliance with the provisions of Act. 

(xxvi) Limitation period for raising demand is three (3) years from the due date of filing of annual return or from 

the date of erroneous refund for raising demand for short-payment or non-payment of tax or erroneous refund and 

its adjudication in normal cases. 

(xxvii) Limitation period for raising demand is five (5) years from the due date of filing of annual return or from 

the date of erroneous refund for raising demand for short-payment or non-payment of tax or erroneous refund and 

its adjudication in case of fraud, suppression or willful mis-statement. 

(xxviii) Arrears of tax to be recovered using various modes including detaining and sale of goods, movable and 

immovable property of defaulting taxable person. 

(xxix) Goods and Services Tax Appellate Tribunal would be constituted by the Central Government for hearing 

appeals against the orders passed by the Appellate Authority or the Revisional Authority. States would adopt the 

provisions relating to Tribunal in respective SGST Act. 

(xxx) Provision for penalties for contravention of the provision of the proposed legislation has been made. 

(xxxi) Advance Ruling Authority would be constituted by States in order to enable the taxpayer to seek a binding 

clarity on taxation matters from the department. Centre would adopt such authority under CGST Act. 

(xxxii) An anti-profiteering clause has been provided in order to ensure that business passes on the benefit of 

reduced tax incidence on goods or services or both to the consumers. 

(xxxiii) Elaborate transitional provisions have been provided for smooth transition of existing taxpayers to GST 

regime. 

Constitutional amendments relating to GST. 

Introduction:- 

In this article we will understand what amendments have been done in the Constitution of India to take GST into 

action. 

Might be this is not a right time for this article because nowadays everyone is struggling for successful 

implementation of GST whether it would a Government, Professional or Businessman. Every day from layman to 

Government facing issues regarding GST whether it would be for GST Returns, System failure, frequently 

amendments, date extension or many more but still I wrote this article because before understanding GST, we 

should understand what changes have been done in the Constitution for implementation of GST, i.e. the Basic of 

GST. 

https://taxguru.in/goods-and-service-tax/gst-returns-navaratri.html
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Main Provision:- 

√ Constitution (101st Amendment) Act, 2016 was enacted on 8th September, 2016. 

Significant amendments made by Constitution (101st Amendment) Act, 2016 are as follows:- 

1.) In Article 366 of the Constitution, 

New clause (12A) has been inserted to provide the definition of GST. 

Article – 366(12A):- 

“Goods and Services Tax” means any tax on Supply of Goods or Services or both except taxes on the supply of 

the alcoholic liquor for human consumption. 

2.)The tax shall be levied as dual GST separately by the Union and States. For this, Article-246A has been 

inserted. 

Article – 246A:- Special provision with respect to Goods and Services Tax 

Clause – 1 

Notwithstanding anything contained in Article 246 and 254. Parliament, and, subject to clause – 2, the legislature 

of every state, have power to make laws with respect to goods and services tax imposed by the union or by such 

state. 

Clause – 2 

Parliament has exclusive power to make laws with respect to goods and services tax where the supply of goods, or 

of services, or both takes place in the course of inter-state trade or commerce. 

Explanation:- 

The provision of this article, shall, in respect of goods and services tax referred to in clause-5 of Article – 279A, 

takes effect from the date recommended by the Goods and Services tax council. 

In Simple words, 

For the implementation of GST, Article 246 and 254 has been overruled. First we have to understand what 

Article-246 and 254 explain. 

Article-246:- Subject matter of laws made by parliament and laws made by legislature 

of States 

In Crux:- 

Matters enumerated in List-I (VIIth Schedule of 

Constitution) 

Parliament has exclusive power to make laws. 

Matters enumerated in List-II (VIIth Schedule of 

Constitution) 

State legislature has exclusive power to make 

laws. 

Matters enumerated in List-III (VIIth Schedule of Parliament and legislature of any state have 

https://taxguru.in/goods-and-service-tax/notify-supplies-treated-supply-goods-supply-service-igst-act.html
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Constitution) power to make laws. 

 

Article-254:- Inconsistency between laws made by parliament and laws made by legislature of States 

In Crux: – It provides that laws made by parliament shall prevail over law made by legislature of the state. 

These both articles have been overruled with respect to Goods and Services Tax and power to levy GST empower 

to parliament and legislature of every state. 

For levy Integrated Goods and Services Tax (IGST), Parliament has exclusive power to make laws. 

As per Article–279A (5), GST Council shall recommend the date on which GST shall be levied on following 

Goods which are as follows:- 

√ Petroleum Crude, 

√ High Speed Diesel, 

√ Motor Spirit (Commonly known as Petrol), 

√ Natural Gas, 

√ Aviation Turbine Oil. 

Taxes on entertainments and amusements to the extent levied and collected by a panchayat or a municipality or a 

regional council or district Council shall not be subsumed (included) under GST. 

3.) Article – 269A:- Levy and Collection of Goods and Services Tax in course of Inter-state trade or Commerce 

Clause – 1 

Goods and Services Tax on supplies in the course of Inter-state Trade or Commerce shall be levied and collected 

by the Government of India and such tax shall be apportioned between union and states in the manner as may be 

provided by the parliament by laws on the recommendations of the GST Council. 

Explanation:- 

For the purpose of this Clause, supply of Goods and Services or both in the course of import into territory of 

India shall be deemed to be supply of goods, or services, or both in the course of inter-state trade or commerce. 

In Simple words, 

Government of India (GoI) levy IGST. 

IGST shall be apportioned between Union and States as per manner provided by the Parliament. 

IGST will be imposed in case of import, i.e. IGST will be charged in case of Import of Goods or Services or both 

in addition to Custom duty. 

Clause – 5 

Parliament may, by law, formulate the principles for determining 

Place of supply, and 
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When a supply of Goods, or of Services, or both takes place in the course of inter-state trade or commerce. 

4.) Compensation to States for loss of revenue on account of introduction of Goods and Services Tax:- 

Parliament may, on the recommendation of GST council, compensate to the states for loss arising because of 

implementation of Goods and Services Tax (GST) but for a maximum period of 5 years. 

 

Advantages & Disadvantages  of GST. 

1. GST eliminates the cascading effect of tax 

GST is a comprehensive indirect tax that was designed to bring the indirect taxation under one umbrella. More 
importantly, it is going to eliminate the cascading effect of tax that was evident earlier. 

Cascading tax effect can be best described as ‘Tax on Tax’. Let us take this example to understand what is Tax on 
Tax: 

Before GST regime: 

A consultant offering services for say, Rs 50,000 and charged a service tax of 15% (Rs 50,000 * 15% = Rs 7,500). 

Then say, he would buy office supplies for Rs. 20,000 paying 5% as VAT (Rs 20,000 *5% = Rs 1,000). 

He had to pay Rs 7,500 output service tax without getting any deduction of Rs 1,000 VAT already paid on 
stationery. 

His total outflow is Rs 8,500. 

Under GST  

GST on service of Rs 50,000 @18% 9,000 

Less: GST on office supplies (Rs 20,000*5%) 1,000 

Net GST to pay 8,000 

2. Higher threshold for registration 

Earlier, in the VAT structure, any business with a turnover of more than Rs 5 lakh (in most states) was liable to 
pay VAT. Please note that this limit differed state-wise. Also, service tax was exempted for service providers with 
a turnover of less than Rs 10 lakh. 

Under GST regime, however, this threshold has been increased to Rs 20 lakh, which exempts many small traders 
and service providers. 

Let us look at this table below: 

Tax Threshold Limits 

Excise 1.5 crores 

VAT 5 lakhs in most states 
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Service Tax 10 lakhs 

GST 20 lakhs (10 lakhs for NE states) 

3. Composition scheme for small businesses 

Under GST, small businesses (with a turnover of Rs 20 to 75 lakh) can benefit as it gives an option to lower taxes 
by utilizing the Composition scheme. This move has brought down the tax and compliance burden on many small 
businesses. 

 

4. Simple and easy online procedure 

The entire process of GST (from registration to filing returns) is made online, and it is super simple. This has been 
beneficial for start-ups especially, as they do not have to run from pillar to post to get different registrations such 
as VAT, excise, and service tax. 

5. The number of compliances is lesser 

Earlier, there was VAT and service tax, each of which had their own returns and compliances. Below table shows 
the same: 

 

Under GST, however, there is just one, unified return to be filed. Therefore, the number of returns to be filed has 
come down. There are about 11 returns under GST, out of which 4 are basic returns which apply to all taxable 
persons under GST. The main GSTR-1 is manually populated and GSTR-2 and GSTR-3 will be auto-populated. 

6. Defined treatment for E-commerce operators 

Earlier to GST regime, supplying goods through e-commerce sector was not defined. It had variable VAT laws. 
Let us look at this example: 

Online websites (like Flipkart and Amazon) delivering to Uttar Pradesh had to file a VAT declaration and mention 
the registration number of the delivery truck. Tax authorities could sometimes seize goods if the documents were 
not produced. 

 Again, these e-commerce brands were treated as facilitators or mediators by states like Kerala, Rajasthan, and 
West Bengal which did not require them to register for VAT. 

https://cleartax.in/s/gst-composition-scheme
https://cleartax.in/s/gst-registration
https://cleartax.in/s/gst-returns/
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All these differential treatments and confusing compliances have been removed under GST. For the first time, 
GST has clearly mapped out the provisions applicable to the e-commerce sector and since these are applicable all 
over India, there should be no complication regarding the inter-state movement of goods anymore. 

Read a more detailed analysis of the impact of GST on e-commerce. 

7. Improved efficiency of logistics 

Earlier, the logistics industry in India had to maintain multiple warehouses across states to avoid the current CST 
and state entry taxes on inter-state movement. These warehouses were forced to operate below their capacity, 
giving room to increased operating costs. 

Under GST, however, these restrictions on inter-state movement of goods have been lessened. 

As an outcome of GST, warehouse operators and e-commerce aggregators players have shown interest in setting 
up their warehouses at strategic locations such as Nagpur (which is the zero-mile city of India), instead of every 
other city on their delivery route. 

Reduction in unnecessary logistics costs is already increasing profits for businesses involved in the supply of 
goods through transportation. 

Visit here to read more about the impact of GST on logistics. 

8. Unorganized sector is regulated under GST 

In the pre-GST era, it was often seen that certain industries in India like construction and textile were largely 
unregulated and unorganized. 

Under GST, however, there are provisions for online compliances and payments, and for availing of input credit 
only when the supplier has accepted the amount. This has brought in accountability and regulation to these 
industries. 

Let us now look at disadvantages of GST. Please note that businesses need to overcome these disadvantages to 
run the business smoothly. 

Disadvantages of GST 

1. Increased costs due to software purchase 

Businesses have to either update their existing accounting or ERP software to GST-compliant one or buy a GST 
software so that they can keep their business going. But both the options lead to increased cost of software 
purchase and training of employees for an efficient utilization of the new billing software. 

ClearTax is the first company in India to have launched a ready-to-use GST software called Cleartax GST 
software. The software is currently available for free for SMEs, helping them transition to GST smoothly. It has 
truly eased the pain of the people in so many ways. 

2. Being GST-compliant 

Small and medium-sized enterprises (SME) who have not yet signed for GST have to quickly grasp the nuances 
of the GST tax regime. They will have to issue GST-complaint invoices, be compliant to digital record-keeping, 
and of course, file timely returns. This means that the GST-complaint invoice issued must have mandatory details 
such as GSTIN, place of supply, HSN codes, and others. 

ClearTax has made it easier for SMEs with the ClearTax BillBook web application. This application is available 
for FREE until the end of September and is an easy solution to this problem. This will help every business to issue 
GST-compliant invoices to their customers. These same invoices can then be used for return filing through 
the ClearTax GST platform. 

3. GST will mean an increase in operational costs 

As we have already established that GST is changing the way how tax is paid, businesses will now have to 
employ tax professionals to be GST-complaint. This will gradually increase costs for small businesses as they will 
have to bear the additional cost of hiring experts. 

https://cleartax.in/s/gst-implication-for-ecommerce-players/
https://cleartax.in/s/impact-gst-logistics-industry/
https://cleartax.in/gst-billing-software
https://cleartax.in/gst
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Also, businesses will need to train their employees in GST compliance, further increasing their overhead 
expenses. 

4. GST came into effect in the middle of the financial year 

As GST was implemented on the 1st of July 2017, businesses followed the old tax structure for the first 3 months 
(April, May, and June), and GST for the rest of the financial year. 

Businesses may find it hard to get adjusted to the new tax regime, and some of them are running these tax systems 
parallelly, resulting in confusion and compliance issues. 

5. GST is an online taxation system 

Unlike earlier, businesses are now switching from pen and paper invoicing and filing to online return filing and 
making payments. This might be tough for some smaller businesses to adapt to. 

Cloud-based GST billing software like the ClearTax GST Billing Software is definitely an answer to this problem. 
The process for return filing on ClearTax GST is very simple. Business owners need to only upload their invoices, 
and the software will populate the return forms automatically with the information from the invoices. Any errors 
in invoices will be clearly identified by the software in real-time, thus increasing efficiency and timeliness. 

6. SMEs will have a higher tax burden 

Smaller businesses, especially in the manufacturing sector will face difficulties under GST. Earlier, only 
businesses whose turnover exceeded Rs 1.5 crore had to pay excise duty. But now any business whose turnover 
exceeds Rs 20 lakh will have to pay GST. 

However, SMEs with a turnover upto Rs 75 lakh can opt for the composition scheme and pay only 1% tax on 
turnover in lieu of GST and enjoy lesser compliances. The catch though is these businesses will then not be able 
to claim any input tax credit. The decision to choose between higher taxes or the composition scheme (and 
thereby no ITC) will be a tough one for many SMEs. 

Conclusion 

Change is definitely never easy. The government is trying to smoothen the road to GST. It is important to take a 
leaf from global economies that have implemented GST before us, and who overcame the teething troubles to 
experience the advantages of having a unified tax system and easy input credits. 

 

For Examination  

GST Advantages 

1. GST is a transparent tax and also reduce number of indirect taxes. 
2. GST will not be a cost to registered retailers therefore there will be no hidden taxes and and the cost of 

doing business will be lower. 
3. Benefit people as prices will come down which in turn will help companies as consumption will increase. 
4. There is no doubt that in production and distribution of goods, services are increasingly used or consumed 

and vice versa. 
5. Separate taxes for goods and services, which is the present taxation system, requires division of 

transaction values into value of goods and services for taxation, leading to greater complications, 
administration, including compliances costs. 

6. In the GST system, when all the taxes are integrated, it would make possible the taxation burden to be 
split equitably between manufacturing and services. 

7. GST will be levied only at the final destination of consumption based on VAT principle and not at various 
points (from manufacturing to retail outlets). This will help in removing economic distortions and bring 
about development of a common national market. 

8. GST will also help to build a transparent and corruption free tax administration. 
9. Presently, a tax is levied on when a finished product moves out from a factory, which is paid by the 

manufacturer, and it is again levied at the retail outlet when sold. 
10. GST is backed by the GSTN, which is a fully integrated tax platform to deal with all aspects of GST. 
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GST Disadvantages 

1. Some Economist say that GST in India would impact negatively on the real estate market. It would add up 
to 8 percent to the cost of new homes and reduce demand by about 12 percent. 

2. Some Experts says that CGST(Central GST), SGST(State GST) are nothing but new names for Central 
Excise/Service Tax, VAT and CST. Hence, there is no major reduction in the number of tax layers. 

3. Some retail products currently have only four percent tax on them. After GST, garments and clothes 
could become more expensive. 

4. The aviation industry would be affected. Service taxes on airfares currently range from six to nine 
percent. With GST, this rate will surpass fifteen percent and effectively double the tax rate. 

Why We Need GST ? 

Imposing several taxes on goods and services can lead to high cost and inefficient tax structure which can subject 
to shirking and revenue disclosures. The need for GST in Indian Taxation System will add value at each stage 
and will set off the rates both at state and at central level. Introducing GST, will increase the efficiency of 
taxation, improves the economic growth and it will bring whole nation to one national market. 

What happen in present scenario? Our present taxation system is very complex and very confusing, corruption 
chance is there, which leads to distrust of government, there are hidden tax for exports, whereas no charge 
applicable on Importing of Goods/Services from one state to another. 

Just to overcome these issues, Rajya Sabha introduced GST bill, which will bring transparency to taxation and 
consumer will get to know how much tax amount they are paying to government for sale/ purchase/ 
manufacturing. 

Following are some of the points that can easily explain the need for GST:- 

Tax Structure will be Simple: – At present, there are huge number of taxes that has to pay by consumers, with 
GST it will single tax to pay, which is much easier to understand. For businesses, accounting complexities will 
reduce and results less paperwork, which will save both time and money. GST will increase economic GDP by 
2%-2.5%. 

Tax revenue will increase: Simple tax structure will bring more tax payers and in return it will be revenue for 
government. 

Competitive pricing: What GST will do? Well, it will eliminate all other taxes of indirect taxes and this will 
effectively mean that tax amount paid by end users (consumers) will reduce. As in Economics, lower will the 
prices, more will be demand for that product, results in more consumption of goods, which will be benefited to 
companies. 

Boost to exports: If Indian market will be competitive in pricing, then more and more foreign players will try to 
enter the market, which results in more numbers of exporters and benefits to Indian Market. As far there is no tax 
rate is finalized, but yes GST is much needed in the countries where, it lacks transparency and complex taxation 
system. 
There is a question in everyone’s mind……”Do we have to pay tax at different different rates and at different 
different levels? Is there no solution to this? Yes, the solution to this is implementation of GST. GST will take 
away cascading effect of various taxes that are charged on sale/ production/ purchase and so. Products reaches to 
customers at very high rate as compared to manufacturing, so with GST there will be only one tax and it will 
reduce burden to pay off. 

VAT rates and regulations differ from state to state. And it has been observed that states often resort to slashing 
these rates for attracting investors. This results in loss of revenue for both the Central as well as State government. 

On the other hand, GST brings in uniform tax laws across all the states spanning across diverse industries. Here, 

the taxes would be divided between the Central and State government based on a predefined and pre-approved 



12 
 

formula. In addition, it would become much easier to offer services and goods uniformly across the nation, since 

there won’t be any additional state-levied tax. 

Briefly CGST /Briefly SGST/Briefly SGST 

GST is a part of Goods and Service Tax (GST). 

CGST means Central 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. CGST falls under Central Goods and Service Tax Act 

2016. 

For easy understanding, when CGST is being introduced, the present central taxes of Central Excise Duty, Central 

Sales Tax CST, Service Tax, Additional excise duties, excise duty levied under the medical and toiletries 

preparation Act, CVD (Additional Customs duty – Countervailing Duty), SAD (Special Additional Duty of 

customs) surcharges and cesses are subsumed. 

CGST is charged on the movement of goods and services of standard commodities and services which can be 

amended time to time by a separate body. The revenue collected under CGST is for Centre. However, input tax 

credit on CGST is given to states and such input tax could be utilized only against the payment of Central GST. 
 

SGST is a part of Goods and Service Tax (GST). 

SGST 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. SGST falls under State Goods and Service Tax Act 2016. 

For easy understanding, when SGST is being introduced, the present state taxes of State Sales Tax, VAT, Luxury 

Tax, Entertainment tax (unless it is levied by the local bodies), Taxes on lottery, betting and gambling, Entry tax 

not in lieu of Octroi, State Cesses and Surcharges in so far as they relate to supply of goods and services etc. are 

subsumed. 

The revenue collected under SGST is for State Government. 
 

IGST is a part of Goods and Service Tax (GST). 

IGST means Integrated 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. IGST falls under Integrated Goods and Service Tax Act 

2016. 

IGST is charged when movement of goods and services from one state to another. For example, if goods are 

moved from Tamil Nadu to Kerala, IGST is levied on such goods. The revenue out of IGST is shared by state 

government and central government as per the rates fixed by the authorities. 

 As per GST Law: 
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Under the GST regime, an Integrated GST (IGST) would be levied and collected by the Centre on inter-State 

supply of goods and services. Under Article 269A of the Constitution, the GST on supplies in the course of 

interState trade or commerce shall be levied and collected by the Government of India and such tax shall be 

apportioned between the Union and the States in the manner as may be provided by Parliament by law on the 

recommendations of the Goods and Services Tax Council. 
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UNIT –II 

.Explain Australian GST Model. 

GST in Australia: 

GST in Australia was firstly introduced in 1st July 2000. It replaced Wholesale Sales Tax (WST) in which 

Australia was operating prior to GST. 

The GST is levied at a flat rate of 10% on most goods and services, apart from GST exempt items, and input taxed 

goods and services. It is consistent till date. 

GST is administered by the Tax Office on behalf of the Australian Government, and is appropriated to the states 

and territories. 

It is collected by the supreme authority and thus divided further among the states without any conflict arising 

through the process. 

A company should register for GST if both the following conditions are satisfied: 

The company is carrying on a business and 

The annual turnover will exceed $75,000 If the company is not registered under the GST, if it meets the GST 

turnover threshold, then the company will be liable for 1/11th of its income (plus penalties). 

On the other hand; 

GST in India: 

GST in India was launched on 1st July 2017. It replaced various taxes and levies like Central Excise Duty, Service 

Tax, Additional Customs Duty, Surcharges, State-level Value Added Tax and Octroi. 

There are five tax slabs under India GST such as, 0%, 5%, 12%, 18%, 28%. There is a special category also to 

cover rough precious or semi-precious stones and gold which are taxed at 0.25% and 3% respectively. GST also 

has three kinds of taxes, CGST (Central GST - Intra-State sale), IGST (Integrated GST - Interstate Sale) both 

levied by Central Government & SGST (State GST - Intra-State sale) levied by State Government. 

GST is administered by both Union and State. CGST & IGST will be collected by Central government and SGST 

will be collected by State government. 

A company should register for GST if, 

If the turnover in a financial year exceeds Rs 20lakhs (Rs 10 lakhs for Special category states). 

If the turnover includes supply of only those goods/services which are exempt under GST, this clause does not 

apply. 

Any company which makes inter-state supply of goods and/or services. 

I hope this helps in understanding the basic difference of India GST and Australia GST. 

Single and Dual GST  

 GST or single? That is the question plaguing economists and tax analysts nowadays. With the GST bill being 
hotly debated in the Parliament, indirect taxation as a system seems to be cooling off. But how good is dual GST 
for the nation? Is it the only alternative? Taxing times are ahead for the Indian economy if the right mode of this 
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VAT is not adopted. What are the economic implications of single versus dual GST? In the clash between the two, 
who emerges supreme?  

Dual GST is better 

1. Simple and transparent tax : Dual GST is the best solution for countries like India because it will reduce the 
number of taxes at central and state level. This will also be easy to implement and create accountability for. 

2. Decreasing tax rate : Dual GST will also result in reduction in the effective tax rates for many goods. 

3. Removal of cascading effect of taxes : The implementation of GST will reduce the cascading effects of the 
present taxation system 

4. Simplified tax compliance : By reducing the transaction costs of taxpayers, dual GST will bring about 
simplified tax compliance. 

5. Increase in the amount of tax collection : Better compliance and a wider tax base will lead to increased tax 
collections 

6. India is a federal country with disparate states : Dual GST is ideally suited for a country like India to 
ensure unity through diversity. Single point GST is neither desirable economically nor practical administratively, 
because it means central excise duty, sales tax and service tax will be merged to be collected as a single tax. 

7. Questions about the Constitution : The Constitution of India does not permit the Centre to be in charge of 
sales tax and states similarly are not permitted to levy central excise duty and service tax. If the Constitution is 
amended to combine all taxes in 1 list( whether Union/State/Concurrent), present federal structure will change 
fundamentally. This is because the Centre will levy everything if it goes to the Union List and the States would 
not agree to this. If this goes to the State List, Centre will protest against loss of fiscal power. Concurrent list 
would be even bigger problem with no one being able to control the power of states to increase taxation rates. 

8. Upset fiscal federalism : If dual GST is not adopted and a unified GST system is preferred, this will upset the 
notion of fiscal federalism which is the fundamental cornerstone of India polity. Moreover, the fundamental 
structure of the Constitution cannot be changed through an amendment. Unified GST would therefore go against 
the spirit of the Constitution 

9. Unified GST does not exist in most federal States : With the exception of Australia, unified GST system 
does not exist in any nation with a federal structure. Countries that have combined GST are unitary states mostly. 
Though Canada has a single federal GST, it also has states sales taxes and Brazil does not follow a pure single 
GST system either. 

10. Who will collect the GST? : This becomes an issue if single point GST is implemented. States will not 
allow Centre to be sole tax authority. System will malfunction further if tax collection services at Union and State 
level are merged. 

11. Dual GST most practical for federal India : As Centre already levies CENVAT and tax services, CGST 
will work well with some harmonisation as will SGST with symmetry in a dual GST system. 

12. Easily attainable : The dual GST system is easy to attain in the current structure, given that India is 
following an indirect taxation system. Certain amendments may be required, but on the whole, the transition will 
be easier. 

13. Good balance : The dual GST will strike a good balance between need for harmonisation and fiscal 
autonomy of Centre and States. Both levels of Government will be able to apply taxes to goods and services at 
various points in the supply chain. 
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14. Least changes, most benefits : Dual GST will provide a competitive atmosphere for companies to work on 
an international scale. Moreover, single taxation system will also reduce costs to customers 

15. Single point GST will impair Centreâ€™s revenues : Dual GST will prevent a dent in the Centreâ€™s 
revenue. Reduction in fiscal transfers will offset losses and Centre will also have access to revenue resources for 
future needs. Any other option may not be revenue neutral for state 

16. Better for business : Single GST will mean that businesses will have to comply with different task laws for 
different states and this will affect business stability 

17. Undermines States powers, is not workable : Unhealthy competition can result among states using tax 
structures to attract industries if single GST is implemented. Dual GST is more workable and a complete 
withdrawal of Centre from Stateâ€™s taxation could impair the ability of the latter to collect revenue in a 
symmetrical manner. 

Single GST is better 

1. Dual GST not an ideal model : It can only be a transitional model as tax would be levied at two levels and 
compliance costs may not lessen significantly. 

2. Comprehensive model of Single GST better : This GST format is a comprehensive model for taxation of 
inter and intra state transactions of services and goods. 

3. Taxation of services at state level a challenge in dual GST : This is more so for services that are provided 
nationwide such as telecommunications and transportation. 

4. Prevent economic distortions : A single/unified GST would be levied at a single rate thereby doing away 
with classification disputes and economic distortions. 

5. Freeing up of resources : Reduction in compliance costs would open up resources for more productive 
pursuits besides making India a one tax nation and common markets a reality. There would also be free 
distribution of goods and services with lack of checkpoint or internal tax frontiers and other barriers to trade. 

6. One rate, one base : One set of rules will form the essence of a unified GST. It will also promote 
harmonisation of tax rates, bases and administration. 

7. Inter state variations to lessen : Indian experience with inter-state variation has been less than positive For 
example there is substantial diversion of gold and silver sales in areas where VAT is lower compared to other 
states. Such variations would be problematic in terms of taxation of service elements of a unified GST would also 
be ideal from a business perspective as stability in decision making will result 

8. Minus the cascading effects : Cascading effects would be contained as there would be no tax at two levels. 

9. Increase customer awareness : Customer will know how much is the indirect tax burden in goods and 
services consumed by him 

Conclusion 

Operating SGST and CGST from a common base through a concurrent dual GST would kill two birds with one 
stone. On the one hand, it would secure fiscal autonomy of states and on the other, it would preserve the 
regulatory powers of the Centre. Dual GST scores over single in many respects. 

 



17 
 

 GST Model in Canada 

In Canada, the Harmonized Sales Tax (HST) combines the Goods and Services Tax (GST) and rovincial Sales 
Tax (PST) into a single sales tax. This changes the PST from a cascading tax system, which has been abandoned 
by most economies throughout the world, to a value added tax like the GST. GST is levied on supplies of goods or 
services made in Canada and include most products, except certain politically sensitive essentials such as 
groceries, residential rent, and medical services, and services such as financial services. Businesses that purchase 
goods and services that are consumed, used or supplied in the course of their “commercial activities” can claim 
“input tax credits” subject to prescribed documentation requirements. This avoids “cascading”. In this way, the tax 
is essentially borne by the final consumer. Exported goods are exempted (“zero-rated”), while individuals with 
low incomes can receive a GST rebate calculated in conjunction with their income tax. Canadian economy faced 
the similar challenges, as are now faced by Indian system, while introduction of GST in 1991. Being a federal 
administrative system, the GST had to be introduced with dual base giving the provinces equal base in the tax 
revenue. The introduction of GST was made to eliminate the cascading effects of present provincial taxes and 
decrease the effective rate of taxes. At the initial stage, the conversion of indirect tax system by introduction of 
GST resulted in elimination of “Manufacturing Sale Tax” and relaxation in exports. Over the period of 20 years 
since the introduction of GST, the tax regime has come of age in 

Canada. In 1997, the GST was converted in to Harmonized Sales Tax there by giving the regime a dual base. The 
provinces of Nova Scotia, New Brunswick and Newfoundland and Labrador and the Government of Canada 
merged their respective sales taxes into the Harmonized Sales Tax (HST). In those provinces, the current HST rate 
is 13%. HST is administered by the federal government, with revenues divided among participating governments 
according to a formula. All other provinces continue to impose a separate sales tax at the retail level only, with the 
exception of Alberta, which does not have a provincial sales tax. Ontario proposed in its 2009 Budget to 
harmonize its 8% retail sales tax with the GST effective July 1, 2010. In July, 2009, the province of British 
Columbia announced plans to also merge the PST and GST effective July 1, 2010. In PEI and Quebec, the 
provincial taxes include the GST in their base. The three territories of Canada (Yukon, Northwest Territories and 
Nunavut) do not have territorial sales taxes. The government of Quebec administers both the federal GST and the 
provincial Quebec Sales Tax (QST). It is the only province to administer the federal tax. 

Explian Kelkar- Shah GST model 

Kelkar-Shah Model: This model of a unified GST is based on a grand bargain to merge central excise, service tax 
and state VAT into one common base. Two different rates of tax are to be levied by the Centre and the states. The 
collection may be by the Centre. This is like the HST model in Canada; 
 
The implementation of the Goods and Services Tax (GST) is likely to result in Gross Domestic Product (GDP) 
increasing by 2-2.5 per cent points, Thirteenth Finance Commission Chairman Vijay Kelkar said here on Monday. 

Mr. Kelkar was addressing members of the Federation of Indian Chambers of Commerce and Industry (FICCI). 

He said the Finance Commission’s task force on GST was likely to submit its report in a few weeks. 

Mr. Kelkar proposed the formation of a national GST Council, on the lines of the European Union model. He 
suggested that State finance ministers and their respective finance secretaries could be members of the council that 
would be headed by the Union Finance Minister. 

He also favoured the formation of unified authority for Central GST and State GST to reduce transaction costs and 
greater convenience. Quoting from the National Council of Applied Economic Research study, Mr. Kelkar said 
exports could increase by 10-14 per cent as a result of the GST implementation. The net present value (NPV) of 
the gains resulting from the GST regime would be about $500 billion, he said. “All this requires a flawless 
implementation of the GST,” he remarked. 

Mr. Kelkar said the GST would be a ‘dual tax’ with the Centre and the States levying the tax on a common base. 
All goods and services would be brought into the GST base, he said, adding that there would be no distinction 
between goods and services as far as the tax was concerned. 
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Moreover, the unified tax would subsume existing State levies into a single State GST, while Central excise, 
additional excise duties, service tax and cesses and surcharges levied by the Union Government would be built 
into the Central GST. “This would help in achieving a flawless GST,” he remarked. 

Real estate deals  

Mr. Kelkar said that transactions in the real estate sector be brought into the ambit of the GST. The purchase tax 
levied by some States was not compatible with the proposed GST, he said. “It will be a tax disaster if it 
continues,” he remarked. He also said that check posts at the border of two States could be ‘unified’ so that it 
reduced delays and transaction costs. 

Kelkar-Shah Model: This model of a unified goods and services tax, is based on a "grand bargain" to merge 
Central Excise, Service Tax and State VAT into one common base. Two different rates of tax are to be levied by 
the Centre and the states. The collection will be by the Centre. This is like the HST model in Canada. 

Ajay Shah wants the collection from big industries to be done by the Centre while the states collect it from the 
smaller industries. They want the model to be introduced straightaway. 

This exposition does not even take into account the Constitution in the country. The Constitution allows Central 
Excise and Service Tax to be collected by the Centre and the VAT (sales tax) to be collected by the states. If the 
Constitution does not allow such an amalgam, how the model can be operative is not indicated in the model 

Notes on Bagchi- Poddar 

Bagchi-Poddar Model: This model, just like Kelker-Shah's, envisages a combination of Central Excise, Service 
Tax and VAT to make it a common base of goods and services tax to be levied both by the Centre and the states 
separately. This means that the Central Excise Act will be abolished and the goods tax will be only on the sale of 
goods. It will merge in it the service tax. 

To put this in legal lingo, the " taxable event" for the GST will be the act of sale of goods and services. The 
concept of manufacture will simply vanish. The difference between the Bagchi-Poddar and Kelker-Shah models is 
that in the former, the collection is at two levels, by the Centre and the states, while in the latter the collection is 
only by the Centre. 

So while the Kelkar-Shah model is like the Canadian HST, the Bagchi-Poddar one is like the Quebec model. 

Although the model says that it is based on the Quebec model, it is actually not fully so as this model envisages 
collection both by the Centre as well as the states, whereas the Quebec model envisages collection only by the 
state of Quebec. 

The Bagchi-Poddar model also clearly envisages that a Constitutional amendment is necessary to bring the taxing 
powers on goods and services under the Concurrent List and to abolish the present division of taxing powers 
between the Centre and the states. My arguments against the combined GST in the Bagchi-Poddar model are the 
following: 
 
(i) The amendment of the Constitution as envisaged in this model will not be practicable immediately and it will 
in any case create a huge political upheaval in the country. 
 
(ii) The Supreme Court also may not allow the change in the basic structure of the Constitution because it 
compromises the fiscal federalism ingrained in the Constitution. 
 
(iii) Revenue: Total collection of revenue will remain the same. There is no reason why we should create such an 
upheaval for merely a theoretical pursuit. 
 
(iv) Combining the service tax with VAT at the state level is fraught with innumerable problems. 
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(v) At present the service tax collected at any change is given credit with goods at the central level against duty on 
goods cleared from any other states. Such interchangeability will not be possible in case the service taxes are 
collected by the states. The free flow of a common Indian market will be hindered. 
 
(vi) The states may impose different rates of service tax on the same service. 
 
(vii) A service having an all-India character will get different treatment in different states. Even the model itself 
admits that its success assumes complete similarity of rates and procedures in all the states, which is most unlikely 
to happen. The states could not even enact the same VAT laws recently. 

 

Write Briefly about Principles of GST. 

India currently has a dual system of taxation of goods and services, which is quite different from dual GST. Taxes 
on goods are described as “VAT” at both Central and State level. It has adopted value added tax principle with 
input tax credit mechanism for taxation of goods and services, respectively, with limited cross-levy set-off. The 
present tax structure can best be described by the following chart: 

 

SHORTCOMINGS IN THE PRESENT STRUCTURE AND NEED OF GST 

1. Tax Cascading: The most significant contributing factor to tax cascading is the partial coverage by 
Central and State taxes. The exempt sectors are not allowed to claim any credit for the Cenvat or the 
Service Tax paid on their inputs. 

2. Levy of Excise Duty on manufacturing point : The CENVAT is levied on goods manufactured or 
produced in India. Limiting the tax to the point of manufacturing is a severe impediment to an efficient 
and neutral application of tax. Taxable event at manufacturing point itself forms a narrow base. For 
example, valuation as per excise valuation rules of a product, whose consumer price is Rs. 100/-, is, say, 
Rs. 70/-. In such a case, excise duty as per the present provisions is payable only on Rs.70/-, and not on 
Rs.100/-. 

3. Complexity in determining the nature of transaction – Sale vs. Service 
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4. Inability of States to levy tax on services : With no powers to levy tax on incomes or the fastest 
growing components of consumer expenditures, the States have to rely almost exclusively on compliance 
improvements or rate increases for any buoyancy in their own-source revenues. 

5. Lack of Uniformity in Provisions and Rates 
6. Fixation of situs – Local Sale vs. Central Sale 
7. Interpretational Issues: whether an activity is sale or works contract; sale or service, is not free from 

doubt in many cases. 
8. Narrow Base 
9. Complexities in Administration                                                                                                             

                                                                                                                                                                    
                                                                                                                                                                    
                                                                   GST (Goods and Service Tax) 

GST means Goods and Service Tax. It is an indirect tax levied on sale of goods and services. The reformists 
believe that GST is one of the most awaited law which upon introduced will boost the economic growth in the 
country. This law if passed by the parliament may come into force from April 2016. As everyone is talking about 
it now, let’s get into the basics of the proposed law in this article. 

Present system – This can be better explained through an example. Suppose you buy soap for Rs.50 per piece, it 
includes Excise Duty, VAT or CST, Customs duty on the imported raw materials, etc. So, currently you will have 
to pay multiple taxes on the same product. Let’s take another example; the food you buy at hotels will have VAT 
as well as Service Tax. 

Complexities in the present system – The taxes are levied by central government as well as state governments. 
So, the businessman has to maintain accounts which will comply with all the applicable laws. It is perceived to be 
a complex system. Hence, worldwide over 150 countries have adopted GST,  a simple tax system. Though it is 
late, India is catching up with the global trends. 

Is it easy to implement in India? Not really. Today states have autonomy in collecting state taxes. They have 
the feeling of losing their rights! They want liquor, fuel to be out of GST tax system. They are also worried about 
Central government sharing GST revenue with the states. If India becomes one common market, then the states 
will have to share their powers of taxing with the union government. (Which means states can’t increase the taxes 
as and when, as much as they want) 

If the GST bill is passed; will it come into effect immediately? NO. The earliest day we can see GST in India 
will be in April 2016. Again implementation depends upon the initiative and involvement of state governments. 
Some of the states may act quickly and some of them may take time to implement. 

GST Rate- Today, one pays Excise Duty of 12%, VAT of 14% on goods (totaling to 26%). 12% service tax on 
services. So, the rates may be anywhere between 12% and 26%. The average worldwide GST rate is around 18%. 

FEATURES OF AN IDEAL GST 

The main features of GST are as under:- 

(a) GST is based on the principle of value added tax and either “input tax method” or “subtraction” method, with 
emphasis on voluntary compliance and accounts based system. 

(b) It is a comprehensive levy and collection on both goods and services at the same rate with benefit of input tax 
credit or subtraction of value of penultimate transaction value. 

(c) Minimum number of floor rates of tax, generally, not exceeding two rates. 

(d) No scope for levy of cess, re-sale tax, additional tax, special tax, turnover tax etc. 
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(e) No scope for multiple levy of tax on goods and services, such as, sales tax, entry tax, octroi, entertainment tax, 
luxury tax, etc. 

(f) Zero rating of exports and inter State sales of goods and supply of services. 

(g) Taxing of capital goods and inputs whether goods or services relatable to manufacture at lower rate, so as to 
reduce inventory carrying cost and cost of production. 

(h) A common law and procedures throughout the country under a single administration. 

(i) GST is a destination based tax and levied at single point at the time of consumption of goods or services by the 
ultimate consumer. 

MODELS OF GST 

There are three prime models of GST: 

• GST at Central (Union) Government Level only 
• GST at State Government Level only 
• GST at both, Union and State Government Levels 

 

EXPECTED MODEL OF GST IN INDIA- DUAL GST 

 In India, the GST model will be “dual GST” having both Central and State GST component levied on the same 
base. All goods and services barring a few exceptions will be brought into the GST base. Importantly, there will 
be no distinction between goods and services for the purpose of the tax with common legislations applicable to 
both. 

For Example, if a product have levy at a base price of Rs. 100 and rate of CGST and SGST are 8% then in such 
case both CGST and SGST will be charged on Rs 100 i.e. CGST will be Rs 8 and SGST will be Rs.8. 

Interestingly, as per the recommendations of Joint Working Group (JWG) appointed by the Empowered 
Committee in May 2007, the GST in India may not have a dual VAT structure exactly but it will be a quadruple 
tax structure. It may have four components, namely – (a) a Central tax on goods extending up to the retail level; 
(b) a Central service tax; (c) a State-VAT on goods; and (d) a State-VAT on services. 

The significant features of Dual GST recommended in India, in conjunction with the recommendations by the 
JWG, are as under: 

1. There will be Central GST to be administered by the Central Government and there will be State GST to be 
administered by State Governments. 

http://taxguru.in/wp-content/uploads/2015/04/3-Models-of-GST.png
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2. Central GST will replace existing CENVAT and service tax and the State GST will replace State VAT. 

3. Central GST may subsume following indirect taxes on supplies of goods and services: Central Excise Duties 
(CENVAT)· Additional excise duties including those levied under Additional Duties· of Excise (Goods of Special 
Importance) Act, 1957. Additional customs duties in the nature of countervailing duties, i.e.,· CVD, SAD and 
other domestic taxes imposed on imports to achieve a level playing field between domestic and imported goods 
which are currently classified as customs duties. Cesses levied by the Union viz., cess on rubber, tea, coffee etc.· 
Service Tax· Central Sales Tax – To be completely phased out· Surcharges levied by the Union viz., National 
Calamity Contingent Duty,· Education Cess, Special Additional Duties of Excise on Motor-Spirit and High Speed 
Diesel (HSD). 

4. State GST may subsume following State taxes: Value Added Tax· Purchase Tax· State Excise Duty (except on 
liquor)· Entertainment Tax (unless it is levied by the local bodies)· Luxury Tax· Octroi Entry Tax in lieu of 
Octroi· Taxes on Lottery, Betting and Gambling· 

5. The proposed GST will have two components – Central GST and State GST – the rates of which will be 
prescribed separately keeping in view the revenue considerations, total tax burden and the acceptability of the tax. 

6. Taxable event in case of goods would be ‘sale’ instead of ‘manufacture’. 

7. Exports will be zero rated and will be relieved of all embedded taxes and levies at both Central and State level. 

8. The JWG has also proposed a list of exempted goods, which includes items, such as, life saving drugs, 
fertilizers, agricultural implements, books and several food items. 

9. Certain components of petroleum, liquor and tobacco are likely to be outside the GST structure. Further, State 
Excise on liquor may also be kept outside the GST. 

10. Taxes collected by Local Bodies would not get subsumed in the proposed GST system. 

As per the proposed GST regime, the input of Central GST can be utilized only for payment of CGST 
& the input of State GST can be utilized only for payment of SGST. Cross- Utilization of input of 
CGST in payment of SGST and vice-a- versa, will not be allowed. (Source:- Hindu Business Line, 

dated 30-06-2009) – Railways and 
Construction Sector might be included in GST 

– Liquor, Petro Sector, Taxes of Local Bodies might be out of GST 

– Stamp Duty – It has not yet been decided whether stamp duty will be part of the GST or not 

 

 

 

 

 

 

 

http://taxguru.in/wp-content/uploads/2015/04/GST-SGST.png
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Supply of Goods and Services (Transactions of good and services) 

OR 

Categories of Supply which not be shall regarded as either supply of goods or services 

SCHEDULE III of CGST Act, 2017- ACTIVITIES OR TRANSACTIONS WHICH SHALL BE 

TREATED NEITHER AS A SUPPLY OF GOODS NOR A SUPPLY OF SERVICES 

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

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

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

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

(c)   the duties performed by any person as a Chairperson or a Member or a Director in a body established by the 
Central Government or a State Government or local authority and who is not deemed as an employee before the 
commencement of this clause. 

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

5.  Sale of land and, subject to clause (b) of paragraph 5 of Schedule II, sale of building. 

6.  Actionable claims, other than lottery, betting and gambling. 

Explanation.—For the purposes of paragraph 2, the term “court” includes District Court, High Court and Supreme 
Court. 

Definition of ‘supply’ Under section 2(92) read with section 3 ‘supply’ includes all forms of supply of goods 
and/or services such as sale, transfer, barter, exchange, licence, rental, lease or disposal made or 
agreed to be made for a consideration by a person in the course or furtherance of business. Schedule I 
specified the supply. 

Analysis: Supply is the term replaced for the term sale; no scope has been left for any confusion and the 
definition includes every term which shall be coined as sale. Even the supply which is made or agreed to be made 
without a consideration will also amount to sale. 

Any transfer of title to goods is a supply of goods, transfer of right to use goods [section 4(8) of APVAT Act, 
2005], Hire purchase transactions, transfer of business assets are also brought under the ambit of term ‘supply’ as 
per Schedule II. 

1.Supply includes 

(a)all forms of supply of goods and/or services such as sale, transfer, barter, exchange, license, rental, lease or 
disposal made or agreed to be made for a consideration by a person in the course or furtherance of business, 

(b)importation of service, whether or not for a consideration and whether or not 

       in the course or furtherance of business, and 

(c) a supply specified in Schedule I, made or agreed to be made without a 
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      consideration 

2.Schedule II, in respect of matters mentioned therein, shall apply for determining what is, or is to be treated as a 
supply of goods or a supply of services. 

Activities which are not Supply 

Activities and transactions specified in Schedule III – 

• Services by an employee to the employer in the course of or in relation to his employment; 
• Services of funeral, burial, crematorium or mortuary including transportation of the deceased. 
• Actionable claims, other than lottery, betting and gambling 
• Sale of land / Sale of building after occupation or completion will not attract GST. Thus, sale of building 

before completion or before occupancy will attract GST 

Such activities or transactions undertaken by the Central Government, a State Government or any local authority 
in which they are engaged as public authorities, as may be notified by the Government on the recommendations of 
the Council. 

Deemed Supply of Goods & Services 

Following matters will be treated as deemed supply of goods and services and will attract GST : 

1.In case of Transfer  of title in goods,  OR, Right in goods, OR of undivided share in goods without the 
transfer of title, OR, transfer under an agreement which stipulates that property will pass at a future date upon 
payment of full consideration 

2.In case of Land & Building,  – Any lease, tenancy, easement, license to occupy land or building ( both for 
commercial or residential purpose, fully or partly) 

3.Treatment or Process , which is being applied to another person’s goods is a supply 

4.Transfer of Business Assets –  Where goods forming part of the assets of a business are transferred or 
disposed of, and are no longer forming part of business  OR Where goods held for business are put to use for any 
private use, in such a way, as not for business OR Where any person ceases to be a taxable person, any goods 
earlier forming part of business, unless (a) the business is transferred as a going concern to another person, or (b) 
the business is carried on by a personal representative who is deemed to be a taxable person With or Without 
for a Consideration 

5.Supply of Services  –  Following shall be treated as deemed “supply of Services” : 

• renting of immovable property; 
• construction of a complex, building, civil structure or a part thereof, including a complex or building 

intended for a sale to a buyer, wholly or partly, except where the entire consideration has been received 
after issuance of completion certificate; 

• Temporary transfer or permitting the use or enjoyment of any intellectual property right; 

6.Composite Supply  –  Following shall be treated as deemed “supply of Services” : 

o works contract as defined in section 2 (119) of CGST Act 
o Supply, by way of or as part of any service or in any other manner whatsoever, of goods, being 

food or any other article for human consumption or any drink ( other than alcoholic liquor for 
human consumption), where such supply or service is for cash, deferred payment or other 
valuable consideration. 
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7.Supply of goods – supply of goods by any unincorporated association or body of persons to a member 
thereof for cash, deferred payment or other valuable consideration. 

Inward Supply  or Purchases– “Inward Supply” in relation to a person, shall mean receipt of goods 
and/or services whether by purchase, acquisition or any other means and whether or not for any 
consideration        

Outward Supply or Sales – “Outward Supply” in relation to a person, shall mean supply of goods 
and/or services, whether by sale, transfer, barter, exchange, license, rental, lease or disposal made or 
agreed to be made by such person in the course or furtherance of business 

Continuous Supply – Means a supply of services which is provided, or agreed to be provided, 
continuously or on recurrent basis, under a contract, for a period exceeding three months with periodic 
payment obligations and includes supply of such services as the Government may, subject to such 
conditions, by notification, specify. 

‘Fringe benefits’ to employees & directors under GST 

Supply of Goods or Services between related persons will be supply even if made without consideration – Para 
2 of Schedule I of CGST Act . Also, employer & employee are related persons  as per 15 of CGST Act.  

Further, para 4(b) of Schedule II of CGST Act, states that goods held or used for the purposes of the business are 
put to any private use or are used, or made available to any person for use, for any purpose other than a purpose of 
the business, whether or not for a consideration, the usage or making available of such goods is a supply of 
services. 

This will cover “ Fringe Benefits” given to employees or directors by a company and should be subject to GST. 
This is a back-door entry for FBT, which was earlier in Income Tax Act, and was very litigative. 

Mixed Supply under GST 

Mixed Supply – means two or more individual supplies of goods or  services, or any combination thereof, made 
in conjunction with each other by a taxable person for a single price where such supply does not constitute a 
composite supply. 

Example  – A supply of a package consisting of canned foods, sweets, chocolates, cakes, dry fruits, aerated drink 
and fruit juices when supplied for a single price is a mixed supply. Each of these items can be supplied separately 
and is not dependent on any other. It shall not be a mixed supply if these items are supplied separately. 

Taxability – The tax liability on  a mixed supply comprising two or more supplies shall be treated as supply of 
that particular supply which attracts the highest rate of tax . 

Composite Supply & Principal Supply under GST 

Composite Supply is a supply made by a taxable person to a recipient comprising two or more supplies of goods 
or services, or any combination thereof, which are naturally bundled and supplied in conjunction with each other 
in the ordinary course of trade, one of which is a principal supply 

Example – Where goods are packed and transported with insurance, the supply of goods, packing materials, 
transport and insurance is a composite supply and supply of goods is the principal supply. 

Principal Supply Means: The supply of goods or services which constitutes the predominant element of a 
composite supply and to which any other supply forming part of that composite supply is ancillary and does not 
constitute, for the recipient an aim in itself, but a means for better enjoyment of the principal supply. 

Zero Rated Supply under GST 
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Zero Rated Supply Means export of goods or services or both; or supply of goods or services or both to a 
Special Economic Zone developer or a Special Economic Zone unit (eligible for ITC). 

Important Points to Note  

1.Supply of goods or services or both is “ taxable event “ in GST as that event triggers liability to pay GST 

2.Supply of goods and services for consideration is always taxable 

3.Supply by taxable person to related person is subject to GST even if there is no consideration that is no amount 
charged and will cover the followings : 

This will cover transactions between group companies ( like deputation of persons, supply of goods on loan basis, 
common facilities shared by group companies), transactions between branches 

4.Free Gifts to related persons will be subject to GST 

5.Benefits provided to employee by the employers like transport, meals, telephone. However, gifts upto Rs. 50K 
to employees will not be subject to GST, but input credit will have to be reversed. 

6.Supply by principal to agent is subject to GST, GST is payable on supplies to C & F agents. However, 
commission agent has to pay GST only on his commission. 

7.Import of services from related persons or from business establishment outside India is subject to GST even if 
there is no consideration. Branch / Head office in India receiving free services from Head Office / Outside India 
will be subject to GST. 

8.Lottery, betting and gambling is subject to GST 

9.Lottery tickets are goods and GST will be payable. GST will also be payable on services relating to betting and 
gambling 

10.Some services provided by government are taxable and mostly will be subject to reverse charge. 

 

 

 

 

 

 

 

 

UNIT -III 

 List out taxes and duties subsumed under GST. 
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GST is commonly described as indirect, comprehensive, broad-based consumption Tax. The Dual GST which 

would be implemented in India will subsume many consumption taxes. The objective is to remove the multiplicity 

of tax levies thereby reducing the complexity and remove the effect of Tax Cascading. The objective is to 

subsume all those taxes that are currently levied on the sale of goods or provision of services by either Central or 

State Government. The subsumption of a large number of taxes and other levies will allow free flow of a larger 

pool of tax credits at both Central and State level. 

PRINCIPLES OF TAX SUBSUMPTION 

The various Central, State and Local levies were examined to identify their possibility of being subsumed under 

GST. While identifying, the following principles were kept in mind: 

Taxes or levies to be subsumed should be primarily in the nature of indirect taxes, either on the supply of goods or 

on the supply of services. 

Taxes or levies to be subsumed should be part of the transaction chain which commences with import/ 

manufacture/ production of goods or provision of services at one end and the consumption of goods and services 

at the other. 

The subsumption should result in a free flow of tax credit in intra and inter-State levels. 

The taxes, levies and fees that are not specifically related to supply of goods & services should not be subsumed 

under GST. 

Revenue fairness for both the Union and the states individually would need to be attempted. 

Taxes to be subsumed in GST 

 

 CENTRAL TAXES TO BE SUBSUMED IN GST 

Following Central Taxes should be, to begin with, subsumed under the Goods and Services Tax: 

Central Excise Duty (CENVAT) 

Additional Excise Duties 

The Excise Duty levied under the Medicinal and Toiletries Preparations (Excise Duties) Act 1955 

Service Tax 

Additional Customs Duty, commonly known as Countervailing Duty (CVD) 

https://taxmantra.com/wp-content/uploads/2017/06/Picture2.png
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STATE TAXES TO BE SUBSUMED IN GST 

Following State taxes and levies would be, to begin with, subsumed under GST: 

VAT / Sales tax Entertainment tax (unless it is levied by the local bodies) 

Luxury tax Taxes on lottery, betting and gambling State Cesses and Surcharges in so far as they relate to supply of 

goods and services 

Octroi and Entry Tax 

Purchase Tax 

Explian briefly Taxes and Duties imposed on Items containing  Alcohol& Tobacco  

Section 2(78), “non-taxable supply” means: 
a supply of goods or services or both which is not leviable to tax under this Act or under the Integrated Goods 
and Services Tax Act; 
Example 
(1) Alcoholic Liquor for human consumption is Non-taxable Supply. 

(2) Sale of Land etc. 

 Demerit good alcohol may be kept outside the ambit of the Goods and Services Tax (GST) regime, which is 
scheduled to be implemented from April next year, to protect the revenues of the states.  

A demerit good is a good whose consumption is considered unhealthy.  

Tobacco, another demerit good, may be brought under GST with input tax credit — where taxes on inputs are set 
off against the tax paid on the finished goods.  

However, the Centre may be allowed to levy excise duty without the input tax credit, over and above the GST 
rate, to protect its revenues.  

These proposals form part of the recommendations of a sub-panel of the Empowered Committee of State Finances 
Ministers, which is giving final touches to the dual GST structure for the country, in consultation with the Centre.  

The committee is an apex body that resolves all central and state economic matters, and also has representatives 
from the Union finance ministry.  

Under the GST structure, both the Centre and states will have the power to tax all goods and services at every 
stage of value addition.  

The tax rate will be uniform and consist of state and central tax components. Already, taxes on petroleum 
products, which contribute nearly 40 per cent of tax collections, have been kept outside GST regime to protect the 
revenues of Centre and states, as the GST rate will be moderate. 

 The combined GST rate is likely to be around 16 per cent. An estimate of how much taxes on alcohol and 
tobacco contribute to the revenue of the states is not known.  

Currently, alcohol sales are taxed by states at a floor rate of 20 per cent. 

 But the rate is high as 36 per cent in some states. “Considering the requirements of several states, alcoholic 
beverages may not be brought under GST,” . 
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The state tax officers’ panel also recommended that states should continue to collect excise duty on alcohol. States 
also collect licence fees from liquor manufacturers and distributors, prompting them to lobby to keep the product 
outside GST.  

On tobacco, the panel has recommended that it should be subjected to GST with input tax credit.  

However, the Centre may be allowed to levy excise duty on tobacco products, over and above GST and without 
input tax credit to ensure its revenues are not affected under the benign tax regime.  

Tobacco is taxed at 12.5 per cent at the state level, while the Centre levies excise duty on tobacco at various rates. 

 There are some other products like electricity on which the states and Centre are yet to take a final view on 
keeping them outside the GST regime.  

It may be noted that there is no GST on alcoholic liquor for human consumption but supply of these goods would 
be subject to existing State levies. Ethyl alcohol and other spirits, denatured, of any strength shall be liable to GST 
at the rate of 18 percent. 

Though GST is not applicable on alcoholic beverages, i.e. on manufacture there of or sale / supply of alco- 
beverages but these activities for or on such goods would be subject to levy of state excise duties and Value 
Added Tax (VAT) when sold. Thus, the industry would be subject to same taxation as was applicable prior to July 
1, 2017. 

While this segment of economy continues to reel under existing taxes, they would also be subject to levy of GST 
on: 

• All inputs which are covered under levy of GST, 
• Input services which go into rendering of supply of goods or services in relation to alco- beverages, and 
• Certain fees payable for licenses and permits to State Government or local bodies which do not form part of taxes 

on which tax would be payable. 
• let it be known that aerated drinks are taxed at 28 percent + 15 percent cess under GST regime. Even 

where no alcoholic drinks are involved, there may be a confusion as there are different tax rates for food / 
drinks (18%) and aerated water / drinks (@28% + cess). One would have to decide whether such supplies 
are mixed supplies (artificially bundled) or composite supplies (naturally bundled). 

• Sale of liquor from mini bar in a hotel room would be considered as a pure sale and may not be subject to 
GST but State VAT only. 

• It would be desirable to conceive bundling of products where tax confusions are best avoided. Also, 
whenever there is a doubt on tax ability or rate of tax, bills or invoices may be better split and tax charged 
accordingly 

 

Explian briefly Taxes and Duties imposed on Items containing  Petroleum Products 

Petroleum product shall be outside the ambit of Goods And Services Tax (GST) regime after its roll out. 

At the same time it must be noted that constitutionally petrol and other petroleum products will be 
within the GST system only. But, for time being it would be outside the GST. 

It is pertinent to not that for the proper implementation of GST and microeconomics related thereto, the inclusion 
and levy of GST is a must. Because, a major chunk of collection of taxes by State as well as Centre and inflation 
is governed by such products even RNR (Revenue Neutral Rate) is very much effected by such products. 

Though, no GST will be on Petrol & Petroleum products, but whether we know the cost of non inclusion of such 
products, even for time being, on micro economy of implementation of GST in India. 

For five reasons, the inclusion of Petrol and other petroleum products in GST is must: 

a. Uniform taxation and abolition of other indirect taxation 

b. Lower Revenue Neutral Rate (RNR) 

https://taxguru.in/goods-and-service-tax/payment-gst-supply-goods-reverse-charge-mechanism-big-dilemma.html
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c. To check inflation which will be there after implementation of GST in India 

d. To complete the chain and extend real benefit of GST 

e. To boost the GDP by 2% 

Let’s hope that Petrol and other petroleum products are included at an early date so that GST can be implemented 
in its wider perspective. 

The real intention of GST is to minimise the cascading effect created by multiple taxes in the existing system and 
if exceptions are carved out then it will drastically effect the true spirit of GST reforms cum regime in India 

 

Procedure of Taxation on Services under GST 
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Duties out of Preview of GST 

The new Goods and Services Tax (GST) is the biggest indirect tax reform in India since independence. It is often 
assumed to be a complete unification of all indirect taxes currently levied in India by Central and State 
governments, but the reality is a little different. Though it is true that most major indirect taxes will be subsumed 
under GST, there are still certain products on which the indirect taxes will not be covered. Typically, this is when 
the taxes are either outside the purview of the GST constitutional amendment, or there is an agreement between 
Centre and States to defer their inclusion 

For business owners to plan a roadmap for the upcoming GST marathon of changes, it’s necessary to understand 
what is covered under GST and what is not. In this article, Avalara will take a closer look at taxes outside the 
purview of GST and their expected impact on business owners. 

Taxes under GST Regime 

 
First, it’s good to have an idea of which taxes will be subsumed under the GST.  The following Central Taxes will 
no longer be calculated separately, and will instead be computed using GST laws: 

• Central Excise Duty 
• Additional Excise Duties 
• The Excise Duty levied under the Medicinal and Toiletries Preparation Act 
• Service Tax 
• Additional Customs Duty, commonly known as Countervailing Duty (CVD) 
• Special Additional Duty of Customs - 4% (SAD) 
• Surcharges, and 
• Cesses 
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Several State taxes will also be included in GST: 

• VAT / Sales tax 
• Entertainment tax (unless it is levied by the local bodies). 
• Luxury tax 
• Taxes on lottery, betting and gambling. 
• State Cesses and Surcharges in so far as they relate to supply of goods and services. 
• Entry tax 

Taxes on products not under GST 

The following tax and product types are not covered under GST. Business owners making sales or purchases of 
these products should make sure they understand the specific tax requirements that will still be imposed beyond 
GST assessments. 

• Tax on items containing alcohol 

Alcoholic beverages for human consumption would be kept out of the purview of GST as an exclusion mandated 
by constitutional provision. Sales Tax/VAT could be continued to be levied on alcoholic beverages as per the 
existing practice. VAT is levied on alcohol purchases in some states, and there will be no objection to that. Excise 
duty, which is presently levied by the states, may also be unaffected. 

• Tax on Petroleum Products 

The full range of petroleum products, including crude oil and motor spirits including Aviation Turbine Fuel (ATF) 
and High Speed Diesel (HSD), would be kept outside GST, as is the prevailing practice in India. Sales tax could 
continue to be levied by the states on these products with the prevailing floor rate. Similarly, Centre could also 
continue its levies. A final opinion on whether natural gas should be kept outside the GST will be issued after 
further deliberations. 

As for petroleum products, although the GST constitutional amendment provides for levying GST on these 
products, it allows the timeframe for their inclusion to be decided by the GST Council. Therefore, in the initial 
years of GST, petroleum products will remain out of the scope of GST. 

The existing taxation system under VAT and the Central Excise Act will continue for both of the commodities 
listed above. 

Why this exclusion 

VAT or sales tax on petroleum products contributes to nearly 33 percent of state revenues, and Centre also earns 
significant excise duty income on the generation of petroleum products from crude oil. To protect these significant 
revenue interests, both the Governments want GST to first stabilize before they allow the GST Council to 
consider their inclusion. 

Similarly, for alcohol, states don’t want to lose the significant revenue currently earned from state excise duty. In 
many states, the revenue from state excise taxes imposed on alcohol brings in 25 percent of total revenue. For this 
reason, the state excise tax on alcohol has been kept out of the constitutional mandate for levying GST. 

This decision was made to provide fiscal security to states and ensure that there is a minimum guaranteed income 
under the proposed GST regime. 

Impact of such exclusions 

Any planning for GST has to take into consideration the non-availability of credits for taxes paid on petroleum 
products, though these products are inputs for most business activities. Major taxes paid on inputs won’t be 
eligible for ITC, so they will remain part of the cost of production and sales, as they are now. 
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Such exclusions negate, to some extent, the pros of unification, giving rise to one more layer of complexity when 

it comes to tax compliance for business organizations. Manual handling of these transactions can lead to wasted 

time and manpower, and these calculations are prone to errors. Using automated solutions for indirect tax 

compliance — including GST and all other products outside GST — is the fastest and most cost-effective way to 

solve this problem. 
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UNIT- IV 

 IGST 

IGST is the provision under GST to monitor the Inter-state movement of Goods and Services. IGST will not 

replace the existing Central Sales Tax and is also not an extra added tax. It basically is the sum of Central GST 

(CGST) and State GST (SGST). 

IGST = CGST + SGST 

 IGST will help in ensuring that the ultimate SGST is received by the state in which the goods and services are 

consumed since GST is a destination-based tax. 

Features of IGST Model 

The sum of CGST and SGST. 

Levied on the Inter-state and the cross-border transactions of Goods and Services. 

There will be a uniform IGST rate across the country. 

Will be shared by the Centre and State. 

Interstate trader will pay IGST after adjusting the available input IGST, SGST and CGST on the transactions. 

On inter-state and cross border transactions 

Centre would levy and collect IGST in lieu of CGST and 

To be shared between Centre / States 

Single IGST rate 

IGST would be levied on all inter-State transactions of taxable goods and services with appropriate provision for 

consignment or stock transfer of goods and services. 

Inter-State dealer will pay IGST after adjusting available, input IGST, CGST and SGST on purchases 

Advantages of IGST Model 

A simple, transparent and self-monitoring model. 

Maintenance of tax neutrality in the country 

The overall tax paying process will be quick with no additional burdens on the taxpayer. 

No requirement for the physical verification of documents and claims as all the relevant data will be available on 

the GSTN server. 

As payment of tax will be on an online platform, the process will be easy and invulnerable to disputes and 

manipulations. 

Ensuring that the Input Tax Credit chain for the Interstate transactions is continuous. 

There will be no significant blockage of funds or an upfront payment of tax for the Interstate sellers and buyers. 

There will be no requirement of claiming refunds in the exporting State, as Input Tax Credit will be used up while 

paying the tax. 
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Efficient management of ‘Business to Business’ (B2B) as well as ‘Business to Consumer’ (B2C) transactions 

The uniformity in tax rates and simplified procedures in the country will also help in minimising the cost of 

compliance. 

Maintenance of uninterrupted ITC chain on inter-State transactions;  

No upfront payment of tax or substantial blockage of funds for the inter-State seller or buyer; 

No refund claim in exporting State, as ITC is used up while paying the tax; 

Self-monitoring model; 

 Ensures tax neutrality while keeping the tax regime simple; 

 Simple accounting with no additional compliance burden on the taxpayer; 

Would facilitate in ensuring high level of compliance and thus higher collection efficiency. \ 

Model can handle ‘Business to Business’ as well as ‘Business to Consumer’ transactions. 

Maintenance of uninterrupted ITC chain on inter-State transactions 

No upfront payment of tax or substantial blockage of funds for the inter-State seller or buyer. 

No refund claim in exporting State, as ITC is used up while paying the tax. 

Self monitoring model. 

 Level of computerization is limited to inter-State dealers and Central and State Governments should be able to 

computerize their processes expeditiously. 

As all inter-State dealers will be e-registered and correspondence with them will be by e-mail, the compliance 

level will improve substantially. 

Model can take ‘Business to Business’ as well as ‘Business to Consumer’ transactions into account. 

IGST – Illustration 

Maharashtra seller selling to Karnataka buyer for Rs.1,00,000/-. 

IGST payable assuming an 8% rate is Rs.8,000/-. 

8,000/- can be paid by adjusting 

Inter-State purchases (IGST) Rs.3,000/- 

Local purchases (CGST) Rs.1,500/- 

Local purchases (SGST) Rs.1,500/- 

Since dealer has used SGST of Maharashtra to the extent of Rs.1,500/-, Centre has to transfer Rs.1,500/- to 

Maharashtra Government. 

IGST of Rs.8,000/- is availed as credit by Karnataka buyer. 

Karnataka dealer sells the goods at Rs.2,00,000/- attracting CGST of say Rs.16,000/- and SGST of Rs.16,000/-. 

If IGST of Rs.8,000/- is used to pay the SGST then Karnataka Government has to transfer Rs.8,000/- to the Centre 
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• IGST equals to CGST+SGST. IGST model envisages that the centre will levy tax at a rate 
approximately equal to CGST+SGST on Inter-State supply of goods & services. 

• It is a destination based tax and will accrue to importing state. 
• It will lower tax burden by taxing Inter-State transaction only once. 
• B2B transactions – tax will flow to the State where Purchaser claims Input Tax Credit. 
• B2C transactions – tax will flow to the State of Consumer, otherwise tax will remain in the State of Seller. 

Examples of IGST 

1. Tax rate of CGST and SGST are 15% and 12% respectively. 

Anil, a Chennai registered trader, sold goods to Dev, a Mumbai registered trader, for Rs. 10 Lakhs and further 
Dev sold the goods to Bharat, a Delhi registered retailer, for Rs. 11 Lakhs. 

Firstly, Anil sold the goods to Dev 

• Anil willl collect IGST at the CGST+SGST rate on Rs. 10 Lakhs. 
• Dev will get the credit which he can use for further payment of his GST. This credit will be given after the 

payment of IGST to Anil on Rs. 10 Lakhs. 

Secondly, Dev sold the goods to Bharat 

• Dev will collect IGST at the CGST+SGST rate on Rs. 11 Lakhs. 
• Bharat will get the credit which he can use for further payment of his GST. This credit will be given after 

the payment of the IGST to Dev on Rs. 11 Lakhs. 

So Finally, Maharashtra will get the SGST on Rs. 10 Lakhs from Chennai on the first transaction between Anil 
and Dev. Maharashtra will also be collecting tax on the second transaction between Dev and Bharat on the amount 
of Rs. 11 Lakhs which it will further transfer to the Central Government (CGST) and to the Delhi government 
(SGST). 

Delhi will get the SGST on the amount of Rs. 11 Lakhs from the transaction between Dev and Bharat. 

Hence, Inter-State trade will benefit as the interstate transactions do not have to be taxed twice. This is in contrast 
to present taxation regime where if you purchased goods from Mumbai you pay tax there and then again in your 
state in which you ultimately sell it.  These will help the traders to increase their Inter-State trade by lowering tax 
burden.

 

https://www.legalraasta.com/gst/cgst/
https://www.legalraasta.com/gst/sgst/
https://www.legalraasta.com/gst/different-types-of-supply/
https://www.legalraasta.com/gst/destination-based-tax/
https://www.legalraasta.com/gst/input-tax-credit/
https://www.legalraasta.com/gst/wp-content/uploads/2017/06/IGST_Impact.png
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GST is applicable on all imports into India in the form of levy of IGST. IGST is levied on the value of imported 

goods + any customs duty chargeable on the goods. Hence, IGST must be calculated after adding the applicable 

customs duty to the value of imported goods 

IGST on Imports – Calculation Methodology 

The formalities for import and export would change once GST is implemented in India on 1st July, 2017. Under 
GST, certain types of duties and taxes like Basic Customs duty, Education Cess, Anti-dumping duty, Safeguard 
duty and the like would continue. On the other hand, Countervailing Duty (CVD) and Special Additional Duty of 
Customs (SAD), would be replaced by Integrated Goods and Services Tax(IGST). In this article, we look at the 
levy of IGST on imports along with the procedure for calculation of IGST on imports in to India. 

Duties Levied on Imports under GST 

From 1st July, 2017, the duties and taxed levied on imports into India would change significantly. Before 
implementation of GST, the following types of duties and taxes are levied on imports into India based on the HSN 
code of the item. 

• Basic Customs Duty 
• Countervailing Duty (CVD) 
• Special Additional Duty of Customs (SAD) 
• Education Cess 
• Anti-dumping duty 
• Safeguard duty 

Once GST is implemented, the following duties and taxes would be applicable for a majority of the products : 

• Basic Customs Duty 
• Integrated Goods and Services Tax (IGST) – Know more about IGST, CGST and SGST 
• GST Compensation Cess 
• Education Cess 
• Anti-dumping duty 
• Safeguard duty 

Cutoff Date for GST Implementation Purposes 

According to a notification issued by the Central Board of Excise and Customs, IGST and GST Compensation 
Cess would be levied on all cargo that arrives into India on or after 1st July, 2017. Further, IGST and GST 
Compensation Cess would be applicable on all goods that arrived into India after 30th June, 2017 for which Bill 
of Entry is filed on or after 1st July, 2017. 

In case of goods arriving into India after 1st July, 2017 for which advance bill of entry was filed, the bill of entry 
can be recalled and the Customs Officer could reassess for levy of IGST and GST Compensation Cess. 

Calculating GST on Imports 

GST is applicable on all imports into India in the form of levy of IGST. IGST is levied on the value of imported 
goods + any customs duty chargeable on the goods. Hence, IGST must be calculated after adding the applicable 
customs duty to the value of imported goods.  

IGST on Imports – Calculation Methodology 

If for any imported articles, in addition to basic customs duty, other duty of customs is chargeable, then it must be 
included along with the basic customs duty to arrive at the value on which GST cess or IGST is calculated. Hence, 
education cess or higher education cess as well as anti-dumping and safeguard duties must be added along with 
basic customs duty to arrive at the rate for levying IGST or GST Compensation Cess. 

https://www.indiafilings.com/learn/guide-to-cgst-sgst-and-igst/
https://www.indiafilings.com/learn/gst-cess/


39 
 

Input Tax Credit for Imports under GST 

Under GST, input tax credit would be provided for IGST paid and GST Compensation Cess paid. However, 
input tax credit is not applicable for basics customs duty paid during imports. To avail input tax credit, the 
importer would have to obtain GST registration and quote the GSTIN on Bill of Entry. During the transitional 
period, provisional GSTIN can also be quoted instead of GSTIN 

 UTGST 

The GST Council is set to approve both State-GST (SGST) and Union Territories-GST (UTGST) laws during the 

meeting today. Few stakeholders, tax consultants and business owners have started wondering why did the GST 

Council recently introduced the UTGST laws, considering the fact that launch of GST is already around the 

corner! 

Well, The Constitution (One Hundred and first Amendment) Act, 2016, has inserted a new clause, namely Clause 

26B on “State” in Article 366. As per this clause, “State” with reference to Articles 246A, 268, 269, 269A, and 

279A includes a Union territory with Legislature. Even ‘State’ for the purposes of GST, includes a Union territory 

with Legislature. 

Therefore, technically SGST cannot be levied in a Union Territory without legislature. This applies to the 

following Union Territories of India: 

Chandigarh 

Lakshadweep 

Daman and Diu 

Dadra and Nagar Haveli 

Andaman and Nicobar Islands 

To plug this loophole, GST Council has decided to have Union Territory GST Law (UTGST) – which would be at 

par with SGST. However, SGST can be applied in Union Territories such as New Delhi and Puducherry, since 

both have their individual legislatures, and can be considered as “States” as per GST process. 

Ever wondered what will happen in the case of Union territories? Well, the answer to this is quite simple. In case 

of Union territories, a state’s SGST component is replaced by Union territory’s UTGST component, i.e., 

For all Intra-Union territory transactions- CGST + UTGST will be levied 

For all Inter-Union territory or Union territory to other state IGST will be levied 

As per Article 246(4) of Constitution, the Parliament has powers to make laws with respect to any matter for any 

part of the territory of India, which is not included in the State, including the matters enumerated in State List. 

Therefore, it is quite obvious that post approval from the GST Council, the Central Government shall forward the 

UTGST Law in the Parliament. Once approved by the Parliament, there could be the following combination of 

taxes applicable for any transaction: 

For Supply of goods and/or services within a state (Intra-State): CGST + SGST; 

For Supply of goods and/or services within Union Territories (Intra-UT): CGST + UTGST; 

For Supply of goods and/or services across States and/or Union Territories (Inter-State/ Inter-UT): IGST 

https://www.indiafilings.com/learn/gst-input-tax-credit-guide/
https://www.indiafilings.com/gst-registration
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Order of utilization of Input Tax Credit of UTGST would be the same like SGST. This means, Input Tax Credit of 

SGST or UTGST would first set-off against SGST or UTGST respectively. Output Tax liabilities and balance, if 

any, can be set-off against IGST Output Tax liabilities. 

 

Tax Levy 

 To understand the tax levying better let us refer to the table below: 

 

1.    Same Union Territory transaction 

Moglix  is a company registered in Chandigarh and supplying Hand tools like Pliers and Files worth ₹ 1,00,000 to 

Technofab Pvt Ltd in Chandigarh only. In this case transaction is happening within the same Union Territory and 

applicable GST on hand tools is 18%.  Therefore, tax calculation in this case will be as follows: 

 

As we can see in the example above, since place of supply and place of receipt is both inside the Union territory 

Chandigarh, CGST and UTGST have been applied separately. Had this transaction happened Intra-state or Intra-

semistate, SGST would have been applicable instead of UTGST. 

2.    Different State/Semi-State/ Union territory transaction 

Moglix has acquired a new customer Garuda steel in Mumbai and needs to supply the same Hand tools worth ₹ 

1,00,000 to Garuda Steel. The tax calculation will be as follows: 
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In the above example, transaction has happened from a Union territory to a different state. Hence, only IGST is 

applicable 

 

 

 

. Meaning of Supply of Goods and Services Under GST. 

GST is a destination based tax, i.e., the goods/services will be taxed at the place where they are consumed and not 

at the origin. So, the state where they are consumed will have the right to collect GST. 

This, in turn, makes the concept of place of supply crucial under GST as all the provisions of GST revolves 

around it. 

Place of supply of goods under GST defines whether the transaction will be counted as intra-state or inter-state, 

and accordingly levy of SGST, CGST & IGST will be determined. 

Place of Supply When There is Movement of Goods 

 

Example 1- Intra-state sales 

Mr. Raj of Mumbai, Maharashtra sells 10 TV sets to Mr. Vijay of Nagpur, Maharashtra 

The place of supply is Nagpur in Maharashtra. Since it is the same state CGST & SGST will be charged. 

Example 2-Inter-State sales 

Mr. Raj of Mumbai, Maharashtra sells 30 TV sets to Mr. Vinod of Bangalore, Karnataka 

The place of supply is Bangalore in Karnataka. Since it is a different state IGST will be charged. 

Example 3- Deliver to a 3rd party as per instructions 

Anand in Lucknow buys goods from Mr. Raj in Mumbai (Maharashtra). The buyer requests the seller to send the 

goods to Nagpur (Maharashtra) 

In this case, it will be assumed that the buyer in Lucknow has received the goods & IGST will be charged. 

Place of supply: Lucknow (UP) 

GST: IGST 

 

 

https://cleartax.in/s/place-of-supply-gst/
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Example 4-  

Receiver takes the goods ex-factory 

Mr. Raj of Mumbai, Maharashtra gets an order of 100 TV sets from Sales Heaven Ltd. of Chennai, Tamil Nadu. 

Sales Heaven mentions that it will arrange its own transportation and take TV sets from Mr. Raj ex-factory 

Place of supply: Maharashtra 

GST: CGST & SGST 

Since the goods are received ex-factory, i.e., in Maharashtra, the delivery to the recipient is fulfilled at the same 

place as that of the seller (i.e ex-factory). It is immaterial whether the receiver further transports the goods to his 

place of business or elsewhere. 

 

Example 5 – E-commerce sale 

Mr. Raj of Mumbai, Maharashtra orders a mobile from Amazon to be delivered to his mother in Lucknow (UP) as 

a gift. M/s ABC (online seller registered in Gujarat) processes the order and sends the mobile accordingly and Mr. 

Raj is billed by Amazon.   

Similar to example 3, it will be assumed that the buyer in Mumbai has received the goods & IGST will be 

charged. 

Place of supply: Mumbai, Maharashtra 

GST: IGST 
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No Movement of Goods 

 

Example 1- No movement of goods 

Sales Heaven Ltd. (Chennai) opens a new showroom in Bangalore. It purchases a building for showroom from 

ABC Realtors (Bangalore) along with pre-installed workstations 

Place of supply: Bangalore 

GST: CGST& SGST 

There is no movement of goods (work stations), so the place of supply will be the location of such goods at the 

time of delivery (handing over) to the receiver. 

Note: There is no GST on purchase of building or part thereof. RENT of commercial space attracts GST 

Example 2- Installing goods 

Strong Iron & Steel Ltd. (Jharkhand) asks M/s SAAS Constructions (West Bengal) to build a blast furnace in their 

Jharkhand steel plant 

Place of supply: Jharkhand 

GST: CGST & SGST 

Although M/s SAAS is in West Bengal, the goods (blast furnace) is being installed at site in Jharkhand which will 

be the place of supply. 

  

Note: M/s SAAS will have to be registered in Jharkhand to take up this contract. They can opt to register as a 

casual taxable person which will be valid for 90 days (extendable by 90 days more, on basis of a reasonable 

cause). 
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Goods Supplied on a Vessel/Conveyance 

 

Example 1- Plane 

Mr. Ajay is travelling from Mumbai to Delhi by air. He purchases coffee and snacks while on the plane. The 

airlines is registered in both Mumbai and Delhi. 

Place of supply: Mumbai 

GST: CGST& SGST 

The food items were loaded into the plane at Mumbai. So, place of supply becomes Mumbai. 

Example 2- Plane- Business travel 

Mr. Ajay is travelling from Mumbai to Chennai by air on behalf of his company Ram Gopal and Sons (registered 

in Bangalore). In the plane he purchases lunch. The airlines is registered in Mumbai & Chennai. 

Place of supply: Mumbai 

GST: CGST & SGST 

The food items were loaded into the plane at Mumbai. So, place of supply becomes Mumbai. It does not matter 

where the buyer is registered. 

In most cases CGST & SGST is charged because most airlines have a pan-India presence and will be registered in 

all states. 

Example 3- Train 

Mr. Vinod is travelling to Mumbai via train. The train starts at Delhi and stops at certain stations before Mumbai. 

Vinod boards the train at Vadodara (Gujarat) and promptly purchases lunch on board. The lunch had been boarded 

in Delhi. 

Place of supply: Delhi 

GST: CGST & UTGST 

The food items were loaded into the train at Delhi. So, place of supply becomes Delhi. 

CGST & SGST is charged because Indian railways has a pan-India presence and will be registered in all states. It 

does not matter where the buyer is registered. 
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Imports & Exports 

The place of supply of goods: 

imported into India will be the location of the importer. 

exported from India shall be the location outside India. 

  

 

 

Example 1- Import 

Ms. Malini imports school bags from China for her shop (registered in Mumbai) 

Place of supply: Mumbai 

GST: IGST 

Example 2- Export 

Ms. Anita (Kolkata) exports Indian perfumes to UK 

Place of supply: Kolkata 

GST: Exempted 

Transactions covered Under SGST 

Under GST, SGST is a tax levied on Intra State supplies of both goods and services by the State Government and 
will be governed by the SGST Act. As explained above, CGST will also be levied on the same Intra State supply 
but will be governed by the Central Government. 

Note: Any tax liability obtained under SGST can be set off against SGST or IGST input tax credit only. 

An example for CGST and SGST: 

Let’s suppose Rajesh is a dealer in Maharashtra who sold goods to Anand in Maharashtra worth Rs. 10,000. The 
GST rate is 18% comprising of CGST rate of 9% and SGST rate of 9%. In such case, the dealer collects Rs. 1800 
of which Rs. 900 will go to the Central Government and Rs. 900 will go to the Maharashtra Government. 
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Goods and Service tax which is going to be introduced in India is a Tax to be collected by states and centre both 
on a single transaction so if X of Mumbai sells Goods to Y of Mumbai then both SGST and CGST will be 
applicable on this transaction 

Try to understand this with the help of an Example:- 

If X of Mumbai sells Goods to Y of Mumbai for Rs. 10 Lakhs and suppose the rate of Tax under SGST is 12% 
and CGST is 14% then X will collect and deposit Rs. 1.20 as SGST and Rs.1.40 Lakhs as CGST from Y. 

Now take this sale to second stage of sales:- 

If Y of Mumbai sells the same Goods to Z of Mumbai for Rs. 10.50 Lakhs then he will collect a sum of Rs. 1.26 
Lakhs as SGST and Rs. 1.47 as the CGST. Now he will deposit Rs. 6000.00 as SGST (Rs. 1.26 collected from Z – 
Rs.1.20 input credit from his purchases from X) and Rs. 7000.00 as CGST (Rs.1.47 Collected from Z – Rs. 1.40 
Lakhs input credit from his purchases from X). 

Now you can cross check the total tax collected by State is Rs. 1.26 Lakhs i.e. 12% of Rs. 10.50 Lakhs and by 
centre is Rs. 1.47 Lakhs i.e. 14% of Rs. 10.50 Lakhs. Rs. 10.50 is the cost to the consumer and he has paid 
Rs.1.26 Lakhs as SGST and Rs. 1.47 as CGST which was collected and deposited by X and Y at different stage of 
sales. It is also clear from this example that the input credit of SGST can be taken against the SGST and input 
credit of CGST can be taken against the CGST. 

This Example is sufficient to show that how both the Centre and State will collect tax on a same transaction of 
Sale but this is given here for very basic knowledge of GST and we will take it to more complicated transactions 
in coming days to understand the proposed Goods and service tax in a better way 

Difference between Different Types of GST Taxes 

Types of Differences CGST SGST IGST 

Applicable transactions (Goods & 

Services) 

Intrastate (Within one 

state) 

Intrastate (Within one 

state) 

Inter-state (between two states or one state and one 

UT) and imports 

Collected by Central Govt. State Govt. Central Govt. 

Benefitting Authority Central Govt. State Govt. Central Govt. & State Govt. 

Tax Credit Use Priority 
CGST 

IGST 

SGST 

IGST 

IGST 

CGST 

SGST 

Similar to every other type of tax, GST also has provisions to give the benefits of tax credits. The credits will be 
applicable to the subsequent taxes on the same product or service. All three IGST, SGST and CGST credits are 
usable against each other. Any IGST credit will be first used to deal with IGST tax, then CGST, and then to set off 
SGST. 

You must also by now have understood the need for 3 different taxes; IGST is to ensure a smooth flow of tax 
credit between states; Dual taxes (CGST & SGCT) are there to ensure that both Centre and states get their 
deserving revenue. 

 

 

 



47 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Unit -V 

 

 Distribution of Input Tax Credit (ITC) 
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Input credit (ITC) under GST 
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Input Tax Credit: 
 

This is the most common word with which we associate present day taxation system. Lesser the cascading effect 
of taxes, better is the taxation system. In an ideal taxation system, taxes never form part of cost of the product, 
until the goods or services reach the final consumer.  

 
This is possible only when credit of any taxes paid in the course of business, by the recipient of goods or services 
is allowed to him. Thus, entire taxes paid by him are set off against his output tax liability and there is no 
cascading impact of taxes. 
  
The taxes attach themselves with the cost only when the goods or services are finally consumed by the consumer. 

Input tax credit is nothing but credit of the Input tax. The next question that arises is what is input tax? Here also 

as the name suggests it is tax on inputs.  

What are inputs for a business?  

The inputs for a business can be divided into three parts: 

Input Services: 
Input Services are services which are used or intended to be used in the course or furtherance of business. CGST 

Act has given a very broad based definition for Input Service. Any service used in the course or furtherance of 

business, would be classified as Input Service. 

 

Capital Goods: 
 

The definition of Capital Goods is very broad and contains only two conditions which are as follows: 

    Capital Goods are goods which have been capitalized in the books of account of the person claiming the credit. 

• Capital goods are goods which are used or intended to be used in the course or furtherance of business. 
 

Input Goods: 
 

Input means any goods other than capital goods and which are used or intended to be used in the course or 

furtherance of business. It is again a very broad based definition and any goods used in the course of furtherance 

of business, would be classified as Inputs. 

A business uses Input Services, Capital Goods and Input Goods other than Capital Goods for adding value to the 

goods or services supplied.  

Thus, credit of the taxes paid on receipt of Input Services, Capital Goods and Input Goods other than Capital 

Goods forms the basic foundation upon which the credit structure works.  

There needs to be a seamless flow of the Input Tax Credit from one business to another with respect to Input 

Services, Capital Goods and Input Goods other than Capital Goods, used or intended to be used in the course or 

furtherance of business.   

“Input Tax” in relation to a taxable person, means the Goods and Services Tax charged on any supply of goods 
and/or services to him which are used or are intended to be used, during furtherance of his business. Fulfilment of 

https://www.taxmann.com/blogpost/2000000109/valuation-of-supply-under-gst.aspx
https://www.taxmann.com/blogpost/2000000109/valuation-of-supply-under-gst.aspx
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Input Tax Credit under GST – Conditions To Claim is one of the most critical activity for every business to settle 
its tax liability. 

ITC being the backbone of GST and a major matter of concern for the registered persons, conditions for eligibility 
to ITC and eligible ITC have been prescribed which is more or less in line with pre- GST regime. These rules are 
also quite particular and stringent in its approach. 

Input Tax Credit under GST – Conditions To Claim 

A registered person will be eligible to claim Input Tax Credit (ITC) on the fulfilment of the following conditions: 

1. Possession of a tax invoice or debit note or document evidencing payment 

2. Receipt of goods and/or services 

3. Goods delivered by supplier to other person on the direction of a registered person against a document of 
transfer of title of goods 

4. Furnishing of a return 

5. Where goods are received in lots or installments ITC will be allowed to be availed when the last lot or 
installment is received. 

6. Failure of the supplier towards supply of goods and/or services within 180 days from the date of invoice, ITC 
already claimed by recipient will be added to output tax liability and interest to paid on such tax involved. On 
payment to supplier, ITC will be again allowed to be claimed 

7. No ITC will be allowed if depreciation has been claimed on tax component of a capital good 

8. Time limit to claim ITC against an Invoice or Debit Note is earlier of below dates: 

The due date of filing GST Return for September of next Financial year 
OR 
Date of filing the Annual Returns relevant for that Financial year 

For instance,  XY Corp, a buyer has a Purchase Invoice was dated 8th July 2017( FY 2017-18), wants to claim 
GST paid on that purchase. As per the criteria laid down to reckon the time limit: 

The Due date of filing GST return for September 2018( FY 2018-19) is 20th October 2018 and the Date of filing 
GST Annual Return for FY 2017-18 is 31st December 2018, whichever is earlier will be the time period within 
which XY Corp has to claim ITC. Therefore, the date is 20th October 2018 and XY Corp can claim this ITC in 
any of the months between July 2017 to September 2018. 

Note: For Debit Notes, above condition must be considered with respect to Original Invoice Date. 

9. Common credit of ITC used commonly for 

• Effecting exempt and taxable supplies 
• Business and non-business activity 

Input credit means at the time of paying tax on output, you can reduce the tax you have already paid on inputs. 

Say, you are a manufacturer – 

tax payable on output (FINAL PRODUCT) is Rs 450 

tax paid on input (PURCHASES) is Rs 300 

You can claim INPUT CREDIT of Rs 300 and you only need to deposit Rs 150 in taxes. 

 

Input Credit in GST 

Input Credit Mechanism is available to you when you are covered under the GST Act. 

Which means if you are a manufacturer, supplier, agent, e-commerce operator, aggregator or any of the persons 
mentioned here, registered under GST, You are eligible to claim INPUT CREDIT for tax paid by you on your 
PURCHASES. 

https://cleartax.in/s/itc-rules-for-common-credit-under-gst
https://blog.cleartax.in/does-gst-apply-to-me/
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How to claim input credit under GST? 

To claim input credit under GST – 

• You must have a tax invoice(of purchase) or debit note issued by registered dealer 

Note: Where goods are received in lots/installments, credit will be available against the tax invoice upon receipt of 
last lot or installment. 

• You should have received the goods/services 

Note: Where recipient does not pay the value of service or tax thereon within 3 months of issue of invoice and he 
has already availed input credit based on the invoice, the said credit will be added to his output tax liability along 
with interest. 

• The tax charged on your purchases has been deposited/paid to the government by the supplier in 
cash or via claiming input credit 

• Supplier has filed GST returns 

Possibly the most path breaking reform of GST is that input credit is ONLY allowed if your supplier has 
deposited the tax he collected from you. So every input credit you are claiming shall be matched and validated 
before you can claim it. 

Therefore, to allow you to claim input credit on Purchases all your suppliers must be GST compliant 
as well. 

There’s more you should know about input credit – 

• It is possible to have unclaimed input credit. Due to tax on purchases being higher than tax on sale. In 
such a case, you are allowed to carry forward or claim a refund. 

If tax on inputs > tax on output –> carry forward input tax or claim refund 

If tax on output > tax on inputs –> pay balance 

No interest is paid on input tax balance by the government 

• Input tax credit cannot be taken on purchase invoices which are more than one year old. Period is 
calculated from the date of the tax invoice. 

• Since GST is charged on both goods and services, input credit can be availed on both goods and services 
(except those which are on the exempted/negative list). 

• Input tax credit is allowed on capital goods. 
• Input tax is not allowed for goods and services for personal use. 
• No input tax credit shall be allowed after GST return has been filed for September following the end of 

the financial year to which such invoice pertains or filing of relevant annual return, whichever is earlier. 

Part # 2 Type of Taxes under GST 

All existing taxes such as VAT, CST, Excise Duty, Service Tax, Entertainment Tax shall go away and GST will 
replace them. 

There are 3 types of taxes under GST 

SGST – State GST 

CGST – Centre GST 

IGST – Integrated GST 

 

 Suppose there is a seller Mr A and he sells his goods to Mr B. Here Mr B i.e the buyer will be eligible to claim 
the credit on purchases based on the invoices. Let’s understand how: 
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Step 1: Mr A will upload the details of all tax invoices issued in GSTR 1. 

Step 2. The details with respect to sales to Mr B will auto populate/ get reflected in GSTR 2A, the same data will 
be pulled when Mr B will file GSTR 2 (i.e details of inward supply). 

Step 3: Mr B will then accept the details that the purchase has been made and reported by the seller correctly and 
subsequently the tax on purchases will be credited to ‘Electronic Credit Ledger’ of Mr B and he can adjust it 
against future output tax liability and get the refund. 

Cross Utilisation  

Under the proposed GST Law, tax components could be CGST/SGST/IGST. CGST & SGST is leviable on intra-
state supplies whereas IGST is levied on inter-state supplies. CGST represents tax belonging to Central 
Government; SGST represents tax belonging to respective State Government and IGST represents a tax levied and 
collected by the Central Government which would be containing share of both the Central and the State 
Government. 

 

Cross utilization of credits: 

2.1 Since the Law allows utilization of credit of one component of tax against the other in different situations 
except for utilization of CGST for SGST and vice versa, the Government needs to do a lot of background 
accounting to keep the respective accounts of CGST/SGST/IGST straight and compute the respective balances of 
these accounts after making the respective transfers of funds from one account to the other depending on the 
computation of taxes paid in a given account and utilization of these taxes as credit for making tax payment in the 
other account. 

2.2 For this, the related provisions are incorporated in Section 35(5) & Section 37A of the MGL and Section 7(5) 
and Section 9 of IGST Act. A combined reading of all these provisions reveals how the government would work 
out the balances in the respective accounts and transfer the respective funds on the basis of information contained 
in the valid returns submitted by the taxable person for each tax period: 

1. Order of Utilization of credit: The amount of ITC on account of IGST is allowed to be utilized towards 
payment of IGST, CGST and SGST in that order. Similarly the amount of ITC on account of CGST is allowed to 
be utilized for payment of CGST and thereafter for payment of IGST. Further the amount of ITC on account of 
SGST is allowed to be utilized for payment of SGST and thereafter for payment of IGST. ITC of CGST cannot be 
utilized for payment of SGST liability and vice versa. (Section 37(5) of MGL and Section 7(5) of IGST Act). 
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2. Utilization of input tax credit of CGST for payment of IGST: When the ITC of CGST is used for 
payment of IGST by the taxable person, Central Government has to receive an amount equal to the CGST so 
utilized in the IGST account. Thus the Central Government would be required to transfer the fund from CGST 
account to IGST account equivalent to the amount of ITC of CGST used for payment of IGST. This is important 
because even though both CGST and IGST accounts are maintained by the Central Government, the distribution of 
CGST and IGST is to be made in a different manner and therefore, the balances in the respective accounts need to 
be maintained separately and transfer of funds need to made for this purpose. (Section 37A (1) of MGL). 

3. Utilization of input tax credit of SGST for payment of IGST: When the ITC of SGST is used for 
payment of IGST by the taxable person, Central Government has to receive an amount equal to the SGST so 
utilized in the IGST account. Thus the State Government would be required to transfer the fund from SGST 
account to IGST account equivalent to the amount of ITC of SGST used for payment of IGST. (Section 37A (2) of 
MGL). 

4. Utilization of input tax credit of IGST for payment of CGST: When the ITC of IGST is used as credit for 
payment of CGST by the taxable person, Central Government has to receive an amount equal to the IGST so 
utilized in the CGST account. Thus the Central Government would be required to transfer the fund from IGST 
account to CGST account equivalent to the amount of ITC of IGST used for payment of CGST. This is important 
because even though both CGST and IGST accounts are maintained by the Central Government, the distribution of 
CGST and IGST is to be made in a different manner and therefore the balances in the respective accounts need to 
be maintained separately and transfer of funds need to be made for this purpose (Section 9 (1) of IGST Act). 

5. Utilization of input tax credit of IGST for payment of SGST: When the ITC of IGST is used as credit for 
payment of SGST by the taxable person, State Government has to receive an amount equal to the IGST so utilized 
in SGST account. Thus the Central Government would be required to transfer the fund from IGST account to 
SGST account equivalent to the amount of ITC of IGST used for payment of SGST. (Section 9 (2) of IGST Act). 
 

E-Ledgers under GST: Electronic Cash, Credit and Liability Ledger 

E-Ledger is an electronic form of passbook for GST. These e-ledgers are available to all GST registrants on 
the GST Portal.  

The e-ledgers contains details of the following- 

A. Amount of GST deposited in cash to government in Electronic Cash Ledger 

B. Balance of Input Tax Credit available (ITC) in Electronic Credit Ledger 

C. Manner of Setoff of GST liability and balance liability (if any) Electronic Liability Ledger 

A. What is an Electronic Cash Ledger? 

This is like an e-wallet. Any GST payment made in cash or through bank reflects in Electronic Cash Ledger. 

After deduction of Input Tax Credit (ITC) any balance tax liability has to be paid using balance in Electronic Cash 
Ledger. 

For example- 

Mr. A has a GST on sales of Rs 50,000. He also has an Input Tax Credit on purchases of Rs 35,000. 
The balance is his Electronic Cash Ledger is Nil. 

Particulars Amount 

GST on Sales 50,000 

Input Tax Credit (ITC) 35,000 

https://cleartax.in/s/cleartax-guide-on-gst-portal
https://cleartax.in/s/gst-payment
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GST Liability to be paid 15,000 

 
The GST Liability of Rs. 15,000 has to be paid in the form of cash/bank payment. 

Mr. A will deposit Rs 15,000. This will be shown in Electronic Cash Ledger of Mr.A. The balance of the ledger 
will be utilised for payment of GST. This payment will reflect in Mr.A’s Electronic Cash Ledger as shown below: 
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Balance in Electronic Cash Ledger is utilized for payment of GST liability. When offsetting GST liability this is 
how it reflects on the GST Portal. 

 

B. What is Electronic Credit Ledger? 

All eligible Input Tax Credit that is claimed by a registered dealer in the GST returns (GSTR-2 or GSTR-3B) 
reflects in Electronic Cash Ledger. 

Credit in Electronic Cash Ledger can be used only for payment of tax. 

This means that balance of Electronic Credit Ledger cannot be utilised for payment of interest, penalty or late 
fees. Interest and Penalty can be paid only through actual cash payment. 

  

Specific order and restrictions for utilizing ITC (IGST, CGST, SGST) for payment of GST liability: 

• Credit of IGST can be utilised against all any tax liability in this order – IGST, CGST, SGST/UTGST. 

  

• Credit of CGST cannot be utilised for payment of SGST. It can be set-off in the following order – 
CGST, IGST. 

  

• Credit of SGST/UTGST cannot be utilised for payment of CGST. SGST can be set-off in the following 
order – SGST/UTGST, IGST. 
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Let’s take the above example. Mr. A has a ITC of Rs 35000. The breakup of ITC is- 

• IGST – Rs. 18,000 
• CGST – Rs. 7,000 
• SGST – Rs. 10,000 

The IGST Liability is Rs 30,000. The IGST credit of Rs 18,000 will be entirely used to set off this liability. The 
balance IGST is paid in cash of Rs 12,000 which reflects in the Electronic Cash Ledger. 

In case of CGST the credit of Rs. 7,000 will be set off against liability of Rs. 10,000 and CGST of Rs. 3,000 has 
to be paid. 

The SGST payable is equal to the credit of SGST available. This means no SGST has to be paid by Mr. A. 

 

  

On offsetting credit here is how the adjustments will reflect on the GST Portal- 

C. What is Electronic Liability Ledger? 

This ledger has details of GST liability. 

The ledger contains the total GST liability and the manner in which it has been paid – in cash or through credit. 

In the example stated above the manner in which the GST liability is setoff can be seen in the Electronic Liability 
Register. 
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Here is how the Electronic Liability Ledger looks in the GST Portal- 

 

INPUT credit on JOB WORKS. 

What is job work? 

Job work means processing or working on raw materials or semi-finished goods supplied by the principal 
manufacturer to the job worker. This is to complete a part or whole of the process which results in the 
manufacture or finishing of an article or any other essential operation. 

For example, big shoe manufacturers (principals) send out the half-made shoes (upper part) to smaller 
manufacturers (job workers) to fit in the soles. The job workers send back the shoes to the principal manufacturer. 

As per GST Act, job work means any treatment or process undertaken by a person on goods belonging to another 
registered person. The person doing the job work is called job worker. 

Note: Value of goods sent by the principal will not be included in the aggregate turnover of the registered job 
worker 

ITC on goods sent for job work 

The principal manufacturer will be allowed to take credit of tax paid on the purchase of goods sent on 
job work. 

However, there are certain conditions. 

A.Goods can be sent to job worker: 

1. From principal’s place of business 
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2. Directly from the place of supply of the supplier of such goods 

ITC will be allowed in both the cases. 

B.Effective date for goods sent depends on place of business: 

1. Sent from principal’s place of business- Date of goods sent out 
2. Send directly from the place of supply of the supplier of such goods- Date of receipt by job worker 

Effective date is important because it will help to determine the point of taxation if the goods are not returned 
back within the specified time (see point C below) 

C. The goods sent must be received back by the principal manufacture within the following period: 

1. Capital Goods- 3 years 
2. Input Goods- 1 year 

D. In case goods are not received back within the period mentioned above, such goods will be treated 
as supply from the effective date and tax will be payable by the principal. 

Accompanying documents 

Accounts & records 

The responsibility for keeping proper accounts for the inputs or capital goods shall lie with the principal. 

Challan 

• All goods sent for job work must be accompanied by a challan. 
• The challan will be issued by the principal. 
• It will be issued even for the inputs or capital goods sent directly to the job-worker. 
• The details of challans must be shown in FORM GSTR-1. 
• Details of challans must also be filed through Form GST ITC – 04. 

The challan issued must include the following particulars: 

1. Date and number of the delivery challan 
2. Name, address and GSTIN of the consigner and consignee 
3. HSN code, description and quantity of goods 
4. Taxable value, tax rate, tax amount- CGST, SGST, IGST, UTGST separately 
5. Place of supply and signature 

Form ITC-04 

FORM GST ITC-04 must be submitted by the principal every quarter. He must include the details of challans in 
respect of the following- 

• Goods dispatched to a job worker or 
• Received from a job worker or 
• Sent from one job worker to another 

  

It must be furnished on or before 25th day of the month succeeding the quarter. For example, for Oct-Dec quarter, 
the due date is 25th Jan. 

For more information on ITC-04  please refer our article. 

https://cleartax.in/s/gstr-1/
https://cleartax.in/s/gst-inputcredit-job#04
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Transitional provisions 

This applies for items removed for job work before GST and returned on or after GST 
implementation. 

No tax will be payable if the following conditions are satisfied: 

• The goods are returned to the factory within 6 months from 1st July (i.e. by 31st Dec 2017) (extendable for 
a maximum period of 2 months). 

• Goods held by job worker is declared in Form TRAN-1 
• The principal manufacturer can sell off the items under job work only after paying required taxes (Excise 

& VAT if before GST. If he sells after 1st July 2017, then GST applies). This rule does not apply to goods 
exported out of India within 6 months from the appointed date (extendable by not more than 2 months). 

If the goods are not returned within the time period then ITC will be recovered from the principal manufacturer. 

FORM GST TRAN-1 

Both the job worker and the principal manufacturer must submit FORM GST TRAN-1 and mention the details of 
stock held by job worker for principal/ with job worker/by job 

Due date is 30th November 2017 

They must specify the stock of the inputs, semi-finished goods or finished goods held by them on 1stJuly 2017. 

GST Rates on Job work 

Job Work on GST Rate 

Agriculture, forestry, fishing, animal 

husbandry 

0% 

Intermediary services related to cultivation 

and animal rearing 

0% 

a) Printing of newspapers 

(b) Textile and textile products 

(c) Jewellery 

(d) Printing of books (including Braille 
books), journals and periodicals 

(e) Processing of hides, skins and leather 

5% 

 

The Responsibilities Lie With The Principal 

• The Principal issues the challan (as specified in rule 10 of invoices rules under GST) to the job-worker for 
the inputs or capital goods 

• Maintaining the accounts of input and capital goods 
• Intimate the jurisdictional officer for the detailing of the intended input goods and the nature of the 

processing being delivered by the job-worker 
• Declare the premise of job-worker as additional place of his business in case of export the goods to the 

third party directly and the job-worker is not registered under GST 

https://cleartax.in/s/itc-claim-stock-transition-forms
https://blog.saginfotech.com/disadvantages-of-transaction-with-unregistered-dealer-in-gst
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Time Constraint For Returning The Processed Goods To The Owner 

The supply of the inputs to the job-work shall be returned back to the Principal within a year, the date is being 
counted from the date of receipt. In case of processing of capital goods, the time limit for returning back the 
processed goods within the premises of the owner is three years. 

Section 19 of the CGST act, 2017, except the supply of capital goods or inputs, all the tools, fixtures, jigs, moulds, 
and dies supplied by the Principal to the job-worker are not covered under the returning norms. 

Credit On Input Tax Paid On Goods Supplied To Job-worker 

Under CGST act, the Principal supplies capital goods or inputs to the job-worker for processing and is responsible 
to pay the input tax on such goods. So, the Principal is meant to take the credit for input tax paid on such goods. 

The law compensates the owner for applying for the credit without waiting till the inputs come to the premises if 
the goods are sent directly to the job-worker without taking it to the premises of the business. 

Procedure to Claim Input Tax Credit on Job Work 

A. Purchased Goods can be sent to the job worker in the given manner: 

• From Principal Place of Business 
• Directly From the place of supply of the supplier of such goods 

In both above cases, ITC will be allowed. 

B. Effective dates of Goods send out it depends on the place of business: 

• Either Good sent out from the principal place of business or 
• Goods sent out directly from the place of supply of the supplier. In such case date of the recipient of the 

job-worker is required. 

C. The goods send out send out should be received back by the principal manufacturer within the particular 
period: 

• Capital Goods- 3 years 
• Input Goods- 1 year 

Effective dates of being goods send out or acquired by the job worker, it totally depends on the place of business 
from where goods are sent out- Consider point – A & B 

D. If in case capital and input goods are not received within 3 years and 1 years respectively. These goods will be 
considered as supply from the dates and the tax will be applicable on such deemed supply and the challan issues 
will be considered as the invoice for such supply. 

E-way Bill for Job Work 

As per GST provisions on e-way bill, e-way bill must be generated by every registered person who causes 
movement of goods of consignment value exceeding fifty thousand rupees even in cases where such movement is 
for reasons other than for supply. Hence even in case of movement of goods for job work, e-way bill must be 
generated. In case of interstate movement of goods, e-way bill would be generated either by the principal 
manufacturer or by the registered job worker irrespective of the value of the consignment. 

Return of Goods to Principal 

Return of goods to principal is a very important aspect under job work. Inputs and/or capital goods sent to a job 
worker are required to be returned to the principal within 1 year (in case of inputs) and 3 years (in case of capital 
goods) from the date of sending such goods to the job worker. 

https://blog.saginfotech.com/input-tax-credit-guide-gst
https://www.indiafilings.com/learn/gst-eway-bill/
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Provision of return of goods is not applicable in case of moulds and dies, jigs and fixtures or tools supplied by the 
principal manufacturer to job worker. However, when such moulds and dies, jigs and fixtures or tools are 
disposed off as scrap by the job worker, GST would be payable by the job worker (if job worker has GST 
registration), otherwise GST on sale of scrap would be payable by the principal manufacturer. When input 
and/or capital goods are not returned within the specified time, the same is required to be disclosed in Form 
GSTR-1 and the principal manufacturer is liable to pay the tax along with applicable interest. 

Waste Generated by Job Worker 

As per section 143 (5) of the CGST Act, 2017, waste generated at the premises of the job-worker may be supplied 
directly by the registered job-worker from his place of business on payment of tax, in such case GST is payable by 
job-worker, however, if job-worker is not registered than such waste may be cleared by the principal manufacturer 
and GST would be payable by the principal manufacturer. 

Input Tax Credit for Material Supplied to Job Worker 

As per section 19 of CGST Act, 2017, the principal manufacturer can avail credit on input tax paid on inputs sent 
to job worker. The principal manufacturer can even avail credit on goods which are directly supplied to job 
worker. 

Job work Procedural aspects: 

Certain facilities with certain conditions are offered in relation to job work, some of which are as under: 

a) A registered person (Principal) can send inputs/ capital goods under intimation and subject to certain conditions 
without payment of tax to a job worker and from there to another job worker and after completion of job work 
bring back such goods without payment of tax. The principal is not required to reverse the ITC availed on inputs 
or capital goods dispatched to job-worker. 

b) Principal can send inputsor capital goods directly to the job worker without bringing them to his premises, still 
the principal can avail the credit of tax paid on such inputs or capital goods. 

c) However, inputs and/or capital goods sent to a job worker are required to be returned to the principal within 1 
year and 3 years, respectively, from the date of sending such goods to the job worker. 

d) After processing of goods, the job-worker may clear the goods to- 

(i) Another job-worker for further processing; 

(ii) Dispatch the goods to any of the place of business of the principal without payment of tax; 

(iii) Remove the goods on payment of tax within India or without payment of tax for export outside India on 
fulfilment of conditions. 

The facility of supply of goods by principal to the third party directly from the premises of the job-worker on 
payment of tax in India likewise with or without payment of tax for export may be availed by the principal on 
declaring premise of the job-worker as his additional place of business in registration. In case the job-worker is a 
registered person under GST, even declaring the premises of the job worker as additional place of business is not 
required. 

Before supply of goods to job-worker, principal would be required to intimate the Jurisdictional Officer 
containing the details of description of inputs intended to be sent by the principal and the nature of processing to 
be carried out by the job-worker. The said intimation shall also contain the details of another job-worker, if any. 

The inputs or capital goods shall be sent to the job worker under the cover of a challan issued by the principal. 
The challan shall be issued even for the inputs or capital goods sent directly to the job worker.The challan shall 
contain the details specified in rule 10of the Invoice Rules. 

The responsibility for keeping proper accounts for the inputs or capital goods shall lie with the principal. 

Input Tax credit on goods supplied to jobworker 

Section 19 of the CGST Act, 2017 provides that the principal (a person supplying taxable goods to the job-
worker) shall be entitled to take the credit of input tax paid on inputs sent to the job- worker for the job work. 

https://www.indiafilings.com/gst-registration
https://www.indiafilings.com/gst-registration
https://www.indiafilings.com/learn/guide-to-gstr-1-filing/
https://www.indiafilings.com/learn/guide-to-gstr-1-filing/
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Further, the proviso also provides that the principal can take the credit even when the goods have been directly 
supplied to the job-worker without bringing into the premise of the principal. The principal need not wait till the 
inputs are first brought to his place of business. 

Time Limits for return of processed goods 

As per section 19 of the CGST Act, 2017, inputs and capital goods after processing shall be returned back to 
principal within one year or three years respectively of their being sent out. Further, the provision of return of 
goods is not applicable in case of moulds and dies, jigs and fixtures or tools supplied by the principal to job-
worker. 

Extended meaning of input 

As per the explanation provided in section 143 of the CGST Act, 2017, where certain process is carried out on the 
input before removal of the same to the job worker, such product after carrying out the process to be referred as 
the intermediate product. Such intermediate product can also be removed without the payment of tax. Therefore, 
both input and intermediate product can be cleared without payment of duty to job-worker. 

Waste clearing provisions 

Pursuant to section 143 (5) of the CGST Act, 2017, waste generated at the premises of the job-worker may be 
supplied directly by the registered job-worker from his place of business on payment of tax or s such waste may 
be cleared by the principal, in case the job-worker is not registered. 

Transitional provisions: Inputs as such or partially processed inputs which are sent to a job worker prior to 
introduction of GST under the provisions of existing law [Central Excise] and if such goods are returned within 6 
months from the appointed day i.e. 1st July, 2017 no tax would be payable. If such goods are not returned within 
prescribed time, the input tax credit availed on such goods will be liable to be recovered. 

If manufactured goods are removed, prior to the appointed day, without payment of duty for testing or any other 
process which does not amount to manufacture, and such goods are returned within 6 months from the appointed 
day, then no tax will be payable. For the purpose of these provisions during the transitional period, the 
manufacturer and the job worker are required to declare the details of such goods sent/received for job work in 
prescribed format GST TRAN-1, within 90 days of the introduction of GST. 

 

Additional Questions from All UNITS 

 

VAT Limitations 

a. Continuance of CST under VAT regime – 

 The rate of CST at present is 4% against C-form. Though it is a Central Sales Tax, the Central government does 

not get any revenue and is totally a revenue receipt of the selling State. The CST at present contributes a 

substantial amount exchequer to the States and is deep rooted in the tax structure. Also, we have an unbalanced 

state wise economy in which some states have considerable revenue from CST but majority are consumer states. It 

was for all such reasons that CST is continued in the VAT regime. The Government has proposed to reduce CST 

to 2% in 2006 and ultimately abolish it in 2007. However, CST and VAT are not compatible. CST has not been 

made VATable. That is, CST paid cannot be claimed for credit under present VAT system. Today, all the business 

units needs to find a local sourcing of materials for a temporary period of two years, which would not be possible 

for many traders who have been dealing on inter-state purchases for the last several years. The additional tax 

burden have to be ultimately borne by the final consumer. Until CST is abolished, the main objective of VAT will 

be lost and will seriously undermine the benefits of VAT in rationalizing the supply chain management and 

removing distortions in inter-state movement of goods.  

 

 

http://taxguru.in/goods-and-service-tax/sale-products-introduction-gst.html
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b. Differential tax treatment –  

While the Delhi state following the VAT regime allow the credit of all the taxes paid at an earlier stage, the states 

following the sales tax still follow the single point levy, exempting subsequent stages of sale or imposing another 

tax by various names such as resale tax, turnover tax, etc. this may lead to a situation, where a business unit 

having its business spread across the country would not be able to maintain a uniform pricing system. The 

margins of various businesses would also get affected. 

 c. Complicated Tax:  

It is said that the value added tax is a complicated tax and hence needs an honest and efficient government 

machinery to do the cross checking and link up various production activities and the resulting tax liability of each 

firm. It is not easy to have such a government machinery because in modern times we find corrupt and inefficient 

government machinery in most of the countries.  

d. Movement of goods  :  

Where the goods move from Delhi state to a non-VAT state, a credit of locally procured material would be 

available against the CST that is required to be paid. On the contrary, movement of goods from non-VAT State to 

Delhi State, the dealer would not be able to set off the tax paid on purchases. 

 e. Incentive schemes:  

With the decision of the implementation of VAT, the delhi state government has put the incentives schemes aside. 

All the businesses, which were granted the benefits of various incentive schemes, need to find a way out to sustain 

and survive, as all their financial projections need to be adjusted so as to suit the requirements of the current 

legislations across various states 

 f. Inflationary in nature: 

 It is also found that in Delhi state value added tax is inflationary in nature as it leaves its consumers with largest 

disposable incomes. 

 g. Exemption schemes: 

 As the basic idea of VAT is to ensure uniformity across various sections, it is imperative that there should not be 

any schemes permitting exemptions for specific dealers. This would result in a situation where the VAT chain 

breaks in between in case there are dealer specific exemptions, as they exist today. The so called fractured 

implementation would now make the Delhi state less competitive compared to non- VAT states, as they would not 

be in a position to avail any of the exemption schemes. 

 h. Additional Burden on Tax Authorities, Producers and Shopkeepers:  

Another point of criticism of value added tax in Delhi is that it entails additional burden on tax authorities, 

producers and shopkeepers etc., because it involves maintenance of elaborate and costly accounting records at 

every stage from the producer to the retailer. The tax-authorities should be well equipped to do all the necessary 

cross-checking etc. The whole system becomes uneconomical and tiresome.  

i. Sweeping powers given to commissioners:  

The legitimate fear of dealer is that of harassment by the officials. Today the main reasons of India having poor 

GDP is on account of the fact that there is gross miss trust between the department and the dealer. If the 

relationship is not built on trust it will breed corruption and evasion attitude. What is really needed in India is not 

the tax reform but tax administration reform. 
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 j. No uniformity in the rates: 

 Even among the states including Delhi that have implemented the VAT, there is no uniformity in the rates that is 

being followed. The Empowered Committee covered only 550 commodities in two schedules of 4% and 12.5% 

VAT, leaving out many items to the whims and fancies of the State tax administration. There are certain critical 

items where there is a wide disparity in the rates of taxes across neighboring states.  

k. Possibility of Tax Evasion: 

 This system depends a lot upon the active cooperation of tax payers which is not easily coming. Under this 

system, each firm itself is required to calculate its liability to begin with, and also find out the taxes paid by the 

earlier firms. Once the taxpayer realizes that the administrative machinery of the government is ill equipped to do 

the entire necessary cross-checking etc., they will resort to the preparation of false accounts by preparing false 

purchase invoices showing that taxes have already been paid by others leading to gross tax-evasion. The 

government machinery is inefficient and is not well equipped with problems of the firm. Thus, it gives wide scope 

for tax evasion. 

 l. Complicated Procedures: 

 It is found that procedures under value added tax in Delhi State are quite complicated. They will have to be 

simplified particularly in case of small traders and artisans.  

m. Poor quality of adjudication orders  

For the successful VAT implementation, all the 130 countries who have adopted it had to revamp their judicial 

systems. In India, this issue has not been suitably addressed yet.  

n. Not Conducive to efficiency:  

It is noticed that in Delhi State, VAT is conducive to efficiency. I claim that in a shortages economy like ours 

speculative hoarding, non-competitive price rise and similar practices are most common. In a seller’s market 

goods will be purchased by the consumers irrespective of the fact that they are of inferior quality and high prices. 

Hence, it is doubtful whether value added tax will prove helpful in improving efficiency in Delhi. 

 o. High Collection cost: 

 It is found that in case of value added tax, the collection cost of revenue is quite high as against the other types of 

taxes. 

 p. Other problems:  

 found that some critics of the VAT have an opinion that it is wrong to assume that value added tax is a perfectly 

neutral tax. · The VAT Bills of Delhi State do not contain any clause to delete relevant acts empowering central 

Government to collect these taxes. The trading community has apprehension about continuity of such taxes in 

future also. · A well-diversified and integrated tax administration is highly needed to adopt VAT in Delhi state. 

(Also, the harmonization of Input Tax Credit, which is essence of VAT system, requires a well formulated and 

compact computer based networking on a large scale throughout the country. This is, however, not readily 

available in Delhi state due to the lack of necessary infra structure facilities.) OPPOSITION TO VAT The 

possibility of harassment by the tax inspectors is the outward reason for opposition by the trading community. 

Also proper records are required to be maintained which is very cumbersome job. Some people also argue that 

VAT would lead to price rise and as such it is unconstitutional to replace it with the existing sales tax. However 

the real reason is different. There is less scope of tax evasion under VAT and there will be stricter compliance. 

The trading community wants to retain the scope of tax evasion, as it existed under the sales tax structure. 

Important Definitions 
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Sec 2(6), “aggregate turnover” means: 

The aggregate value of all taxable supplies (excluding the value of inward supplies on which tax is payable 
by a person on reverse charge basis), exempt supplies, exports of goods or services or both and inter-State 
supplies of persons having the same Permanent Account Number, to be computed on all India basis but 
excludes central tax, State tax, Union territory tax, integrated tax and cess; 

Sec 2(17), “business” includes: 
 
(a) any trade, commerce, manufacture, profession, vocation, adventure, wager (i.e. bet, gamble) or any 
other similar activity, whether or not it is for a pecuniary benefit; 
(b) any activity or transaction in connection with or incidental or ancillary to sub-clause (a); 
(c) any activity or transaction in the nature of sub-clause (a), whether or not there is volume, frequency, 
continuity or regularity of such transaction; 
(d) supply or acquisition of goods including capital goods and services in connection with commencement 
or closure of business; 
(e) provision by a club, association, society, or any such body (for a subscription or any other consideration) 
of the facilities or benefits to its members; 
(f) admission, for a consideration, of persons to any premises; 
(g) services supplied by a person as the holder of an office which has been accepted by him in the course 
or furtherance of his trade, profession or vocation; 
(h) services provided by a race club by way of totalisator (i.e. computer that registers bets and divides the 
total amount bet among those who won) or a licence to book maker in such club; and 
(i) any activity or transaction undertaken by the Central Government, a State Government or any local 
authority in which they are engaged as public authorities; 
Note: Book maker means: a person whose job is to take bets (especially on horse races), calculate odds, and 
pay out winnings; the manager of a betting shop. 

Sec 2(18), “business vertical” means: 
 
A distinguishable component of an enterprise that is engaged in the supply of individual goods or services or 
a group of related goods or services which is subject to risks and returns that are different from those of the 
other business verticals. 
Explanation. – For the purposes of this clause, factors that should be considered in determining whether 
goods or services are related include–– 
(a) the nature of the goods or services; 
(b) the nature of the production processes; 
(c) the type or class of customers for the goods or services; 
(d) the methods used to distribute the goods or supply of services; and 
(e) the nature of regulatory environment (wherever applicable), including banking, insurance, or public 
utilities; 

Sec 2(20), “casual taxable person” means: 
 
A person who occasionally undertakes transactions involving supply of goods or services or both in the course 
or furtherance of business, whether as principal, agent or in any other capacity, in a State or a Union territory 
where he has no fixed place of business; 

Sec 2(30), “composite supply” means: 
 
A supply made by a taxable person to a recipient consisting of two or more taxable supplies of goods or 
services or both, or any combination thereof, which are naturally bundled and supplied in conjunction with 
each other in the ordinary course of business, one of which is a principal supply; 

 
 
Sec 2(31), “consideration” in relation to the supply of goods or services or both includes–– 
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(a) any payment made or to be made, whether in money or otherwise, in respect of, in response to, or for 
the inducement of, the supply of goods or services or both, whether by the recipient or by any other 
person but shall not include any subsidy given by the Central Government or a State Government; 
(b) the monetary value of any act or forbearance, in respect of, in response to, or for the inducement of, 
the supply of goods or services or both, whether by the recipient or by any other person but shall not 
include any subsidy given by the Central Government or a State Government: 
Provided that a deposit given in respect of the supply of goods or services or both shall not be considered as 
payment made for such supply unless the supplier applies such deposit as consideration for the said supply 

Sec 2(52), Goods means: 
 
Every kind of movable property other than money and securities but includes actionable claim, growing 
crops, grass and things attached to or forming part of the land which are agreed to be served before supply 
or under a contract of supply. 

Sec 2(62), “input tax” in relation to: 
 
A registered person, means the central tax, State tax, integrated tax or Union territory tax charged on any 
supply of goods or services or both made to him and includes — 
(a) the integrated goods and services tax charged on import of goods; 
(b) the tax payable under the provisions of sub-sections (3) and (4) of section 9; 
(c) the tax payable under the provisions of sub-sections (3) and (4) of section 5 of the Integrated Goods 
and Services Tax Act; 

(d) the tax payable under the provisions of sub-sections (3) and (4) of section 9 of the respective State Goods and 

Services Tax Act; or 

(e) the tax payable under the provisions of sub-sections (3) and (4) of section 7 of the Union Territory Goods 

and Services Tax Act, but does not include the tax paid under the composition levy; 

Sec 2(84), “person” includes— 
 
(a) an individual; 
(b) a Hindu Undivided Family; 
(c) a company; 
(d) a firm; 
(e) a Limited Liability Partnership; 
(f) an association of persons or a body of individuals, whether incorporated or not, in India or outside India; 
(g) any corporation established by or under any Central Act, State Act or Provincial Act or a Government 
company as defined in clause (45) of section 2 of the Companies Act, 2013; 
(h) any body corporate incorporated by or under the laws of a country outside India; 
(i) a co-operative society registered under any law relating to co-operative societies; 
(j) a local authority; 
(k) Central Government or a State Government; 
(l) society as defined under the Societies Registration Act, 1860; 
(m) trust; and 
(n) every artificial juridical person, not falling within any of the above; 

Section 2(102), “services” means:  

Anything other than goods, money and securities but includes activities relating to the use of money or its 

conversion by cash or by any other mode, from one form, currency or denomination, to another form, currency or 

denomination for which a separate consideration is charged 

 
Sec. 2(93), “recipient” of supply of goods or services or both, means— 
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(a) where a consideration is payable for the supply of goods or services or both, the person who is liable to 
pay that consideration; 
(b) where no consideration is payable for the supply of goods, the person to whom the goods are delivered 
or made available, or to whom possession or use of the goods is given or made available; and 
(c) where no consideration is payable for the supply of a service, the person to whom the service is 
rendered, 
and any reference to a person to whom a supply is made shall be construed as a reference to the recipient 
of the supply and shall include an agent acting as such on behalf of the recipient in relation to the goods or 
services or both supplied; 

Taxable Event: 
 
Taxable event under GST law is supply of goods or services or both. It means no supply no GST. 
The term, “supply” has been inclusively defined in the Act. The meaning and scope of supply under GST can be 
understood in terms of following six parameters, which can be adopted to characterize a transaction as supply: 
1. Supply of goods or services. Supply of anything other than goods or services does not attract GST. 
2. Supply should be made for a consideration. 
3. Supply should be made in the course or furtherance of business. 
4. Supply should be made by a taxable person. 
5. Supply should be a taxable supply. 
6. Supply should be made within the taxable territory 
Exceptions: 
(1) Any transaction involving supply of goods or services without consideration is not a supply, barring few 
exceptions, in which a transaction is deemed to be a supply even without consideration. 
(2) Further, import of services for a consideration, whether or not in the course or furtherance of business is 
treated as supply. 

 

 

Constitutional Amendment 122nd 
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Many professionals are confused as how Constitutional 122nd Amendment Bill enabling GST is published as 

101st Amendment Act??? Is there any error!! 

No, please be assured, there is no error in publication of such an important piece of legislation which is going to 

redefine the tax structures & systems in India. The GST Bill was introduced in the Lok Sabha by Union Finance 

Minister Shri Arun Jaitley as Constitution [122nd Amendment] Bill, 2014 on 19th December, 2014. The same 

was renumbered as Constitution [101st Amendment] Bill by the Rajya Sabha. 

In fact, during the 1st week of May, 2015, as Finance Minister Arun Jaitley steered the GST Bill through the Lok 

Sabha and External Affairs Minister Sushma Swaraj managed to secure Rajya Sabha’s nod for the land swap deal 

an hour later, both staked claim to their respective Bills being re-numbered 100th amendment to the Constitution. 

She, in fact, used the 100th amendment to the Constitution status of the Bill as another reason for the House to 

pass it unanimously. 

In the case of the GST Bill, it was introduced in the Lok Sabha as The Constitution (122nd Amendment) Bill, 
2014, while the draft legislation on the India-Bangladesh land swap agreement has been pending in the Rajya 
Sabha as The Constitution (119th Amendment) Bill. The final number of a Bill is determined as per the date on 
which it is cleared by both Houses of Parliament and the same rule will apply in this case also. Since the GST Bill 
got delayed, it got renumbered as 101st Amendment at the time of passing and implies that at least 21 
Constitution Amendment Bills are still pending before the Parliament 

 

https://taxguru.in/goods-and-service-tax/salient-features-bill-introduce-gst-india.html
https://taxguru.in/goods-and-service-tax/salient-features-bill-introduce-gst-india.html
https://taxguru.in/goods-and-service-tax/salient-features-bill-introduce-gst-india.html

