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Goods And Services Tax — Expectations

As far back as 1978, the Jha
Committee recommended VAT in
India to make India competitive and
remove the ills of multi point
taxation. We now seem to be
heading towards implementation
of the long awaited and much
talked about levy- the Goods and
Service Tax only now after all these
years. Ever since state level VAT was
introduced in the year 2003/ 2005
acrossall statesin India, it was justa
matter of time before the country
made the next logical step towards
GST. This was necessitated because
though we had VAT at the state
level, what was needed is a
comprehensive tax law which could
cover assesses over the length and
the breadth of the country offering
seamless creditand input tax set off
across the supply chain. This was
difficult as the tax system that was
prevalent all along consisted of not
just one law but various laws
covering all possible kinds of value
addition being made by assesses.
While the Central Excise Act 1944
covered manufacturers of most
goods, Chapter V of Finance Act
1994 covered value additions by
service providers for some services.
In between, we had the Central
Sales Tax Act 1956 which had
continued beyond its promised
time and continues to do so even
today. All these meant a system of
having seamless credit as said
earlier was practically impossible to
achieve with different laws being in
force which meant the only logical
step was a unified levy which was

CA. SrikanthaRao T
(srikantharaot@hotmail.com)

supposed or rather which is
supposed to be in the form of GST.

Thus it came as no surprise whenon
February 28" 2007, the then
Honorable Finance Minister Mr. P
Chidambaram. made an
announcement that GST would be
introduced with effect from 1% April
2010. Over the last couple of years
thanks to the efforts of the
Empowered Committee of the State
Finance Ministers, which was
entrusted with the task of preparing
a road map of GST, had finally
submitted the first discussion paper
on GST on 10" November 2009. This
was later followed by the Report of
the Task Force of the 13 Finance
Commission, on 15" December
2009.

But will the GST, which is likely to be
implemented from a date beyond
01.04.2010, be able to deliver in
terms of expectations? This is a
question which would be answered
in due course of time. Going by the
information that is presently
available on GST, there are likely to
be quite a few issues which merit
the attention of not just the trade
and industry but of experts and law
makers as well. Implementation of
GST would also require
constitutional amendments as the
levy covers goods as well as services
and states would have to have the
power to tax services.

In this article, considering the
constraints of time and space, we
shall look at some of the aspects
which we would like to be addressed

in the GST model that would
ultimately come into force. A date of
1" April 2011 appears more
practicable and fair provided the
Government moves quickly,
otherwise later.

Single levy preferable over dual
levy

If the information revealed by the said
First Discussion Paper and the Report
of the Task Force is anything to go by,
the GST model which would come
into force in the country would be a
dual GST. This is due to the fact that
the country has a federal system
where even the states have the power
to levy tax under the constitution and
the States are also quite powerful in
India. In other words just as we have
state level VAT and Central Sales Tax,
we would have a Central GST (CGST)
and State GST (SGST). The biggest
disadvantage of this proposed model
is that there would be no setoff of
input tax/credit between these two
levies. In other words credit of CGST
cannot be used for paying SGST and
vice-a-versa. This would mean a clear
demarcation between central and
state levy, collections and sharing.
Further the sharing of revenues
between the originating and
destination states could have been
done away with if there had been a
single levy being administered by a
single authority.

Moderate rates under GST

The selection of rates for CGST and
SGST is going to be very critical as high
rates could affect the ultimate
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consumer as he would not be in a
position to claim set off unlike an
industrial consumer. The levy of
CGST and SGST at higher rates
could lead to increase in prices and
cost for the ultimate consumer
added to increased premium for
evasion by keeping out of the net
which could prove counter
productive. Therefore, the way
would be to adopt moderate rates
while avoiding exemptions to the
extent possible to strike a balance
between burden for the consumer
and revenue collection for the
government. The task force's
recommendation has been 5% as
CGST and 7% as SGST which
certainly fits the bill but the final
rateis anticipated to be higher.

Treatment for credits —
transitional and unutilized as
well as purchases under GST
regime

This is going to be one of the critical
aspects when GST is to introduced.
There may be assesses who happen
to have balance of cenvat credits of
excise duty, input tax on materials,
service tax paid on input services or
VAT credits under local VAT laws,
which have not been utilized and
are lying in balance as on date of
introduction. These should logically
be allowed to be carried forward
for setting off against CGST or SGST
as the case may be without any
restriction as to the period up to
which they can be carried forward.
Another issue linked to this is the
huge amounts of refund of credits
or rebate of service tax paid due to
some of the exporters of taxable
services who are yet to receive the
amounts claimed. This would have

to be settled within a reasonable
time span of a maximum of 30 days
in such a way that the same does not
add to the cost of the services
exported. The new GST regime
should provide for refund of
CGST/IGST/SGST incurred on
inputs/input services used for
exports in a time bound manner
preferably at quarterly/half yearly
intervals as exports are zero rated.

As far as purchases of capital goods
are concerned, the setoff of tax paid
on the same should preferably be
allowed in one installment in the
year of purchase rather than

deferring the credit. If the report of -

the task force is to be relied upon,
this seems to be the intention as the
report clearly puts capital goods on
par with raw materials for granting
the credit facility.

Segregation of credits

The GST law should also provide for
an effective mechanism of
segregation of credits in case any of
the goods or services happens to be
exempted from tax especially at the
state level. Presently, this is not
much of an issue at the stateevel as
states have not taxed services so far.
But the presence of services within
the basket would necessitate a
change in the formula presently
being used foridentification of input
tax set off under VAT.

Inter state movement of goods
and services

The GST regime is bound to affect
assessees “procuring goods and
services from sources outside the
state and selling within the state
with comparatively lower margins.
This is because the GST credit
available in their hands can be used
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for payment of CGST alone on sales
within the state and not for payment

of SGST. Since GST itself is the
aggregate of CGST and SGST, unless
there is a really significant value
addition being made by the assessee,
the credit would always accumulate.
This would mean the GST regime
should not impose any restriction in
terms of time for the purpose of
utilizing credits. Moreover, a fast and
efficient refund mechanism for such
assessees might have to be provided
in order to prevent a scenario where
they are uncompetitive in terms of
cost of the product/service. An
alternative would be to review the
proposed system of calculating GST
for inter state transactions itself as it
would be susceptible to changes in
the SGST of the concerned state.

The task force recommendation in
this regard are for following the
modified bank model which calls for
collection of SGSTyon such sales as if
the sales are within the state of origin.
The credit of SGST on inputs would be
used for making payment of this tax.
The buyer in the destination state
would use credit of this SGST paid in
origin state to pay off output SGST in
his state. But unfortunately, the
model which is sought to be followed
now is the IGST model which has not
been favored by the task force in its
report on account of burden in terms
of compliance and administrative
processes required.

Concept of stock transfers

The GST model is also supposed to
look into the system of stock transfers
and address the possibility of taxing
the same. However, there are certain
issues in this regard. One of them for
instance is movement of goods from a
principal to his sub-contractor for job
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as business realities of sharing of
expenses, outside GST levy. A
classic example could be a
transaction for sharing of costs
between two entities within a
group. Here, one cannot presume
existence of service and levy GST. If
one were to go by the report of the
task force, there could be certain
issues here as the report calls for no
classification between goods and
services in order to avoid a
classification dispute. This leads to
the question whether we are going
to have a concept of deemed
service in future which if it
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petroleum proauctsmay be outsiae
the purview of GST and they would
be taxed under existing laws which
would mean such laws would be
continued. Petroleum products
should ideally have been included
within the ambit of GST either with
or without facility of credits being
available of tax paid thereon as it
makes little sense to keep them
outside GST levy except that at
present the states get major
revenues {differential and high
rates} from these sources. The
report of the task force clarifies that
the industrial fuels should be
subjected only to GST and not to
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for the said exemption depending on
their customer profile.

Credit scheme

The credit scheme under GST should
preferably be linked to the invoice and
be available' on procurement of the
goods or service. There should also
not be any time limit for availing credit
as there is every likelihood of
accumulation of the same on account
of differences in rates between states
in terms of SGST and consequently,
credit utilization. The report of the
task force suggests an invoice credit
method i.e. credit on the basis of







