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GST AND THE MARCH
TOWARDS A SINGLE MARKET

The tax reform is expected to give a strong boost to a host of economic, development goals

+ BYGIREESH CHANDRA PRASAD

gireesh p@livernint.com

NEWDELHI

How GST affects you

The guiding principle for the GST Council in deciding tax rates was that the GST rate should be close to the current
effective tax burden on various items so that the transition to the new indirect tax system is revenue-neutral. Although
there are four different slabs—5%, 12%, 18% and 28%—most of the commeodities fall in the 12% and 18% slabs.

‘80% of existing taxpayers have
activated their GSTN accounts’
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exports, creating more jobs, improving
the investment climate, cutting down
tax evasion and lowering the compli-
jance cost to businesses.

According toAnsh Bhargava, asen-
iorconsultantat Tawmann.com,acom-
‘pany that assists taxpayers, the single
- market conceptisakin tosigningafree
trade agreement between different
states of India. “The GST regime seeks
to break the barriers that currently
exist between states and make move-
mentofgoodsbetween different states
easier,” said Bhargava. Elimination of
thetax-on-tax effectby providing input
tax credit will lead to lower costs and
make Indian products competitive in
the global market, he said,

Consumers-on the other hand are
expected to benefit from transparency
aswell as reduction in prices of goods
and services. Besides softening infla-
tion, lower indirect taxes will also
address the regressive nature of this
levywhich affects the rich and the poor
alike, unlike taxes on income which s
based on an assessee’s ability to pay.

Forbusinesses, elimination of multi-
pleleviesand creation of a single mar-
ket with fewer tax rates and fewer tax
exemptions will improve the ease of
doing business and reduce avoidable
litigation. A large part of the tax litiga-
tion in India isaround tax exemptions.

However, GST that is ready for
implementation is far from ideal. The
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guiding principle for the government
while trying to secure consensus amid
competing interests of various stake-
holders was that it is better to have a
good GST instead of waiting endlessly
forthebestone. From the conceptofan
ideal GST of low tax rate with few
exemptions initially considered, the
final form has four rates—5%, 12%, 18%
and 28% for goods and services—with
someitemsin the highestslabattract-
ing an additional cess. Most of the items
fallin the12% and 18% slabs depending
onthe current tax burden on them.

Five hydrocarbons—crude oil, pet-
rol, diesel, natural gas and jet fuel—are
temporarily kept out of GST, while
liquor is constitutionally kept out of the
new tax regime. That was a compro-
mise the Union government had to
accept as states wanted the items on
which tax collection isthe easiest tobe
out of the new tax regime which gives
little liberty to individual states to
revise rates on their own.

The powerful federal indirect tax
body, the GST Council, chaired by
Union finance minister Arun Jaitley
will consider inclusion of the hydrocar-
bonsinto the new taxregime oncestate
revenues stabilize after GST imple-
mentation. Nearly 40% of state reve-
nues are estimated to be from petro-

leum products.

States with a manufacturing base
such as Maharashtra and Gujarat had
their own concerns. These states cur-
rently get proceedsof a 2% central sales
tax (CST) levied and collected by the
centre on interstate trade in goods.
Their argument was that significant
investment has been made to create
infrastructure for manufacturers, who
export products to other parts of the
country. GST being a destination-
based tax on consumption, proceeds of
tax on interstate supply of goods and
services will flow to the state that is
home to the consumer. These states
argued for retaining CST insome form
even in the GST regime. Madhya Pra-
deshand Maharashtraargued thatlocal
bodies, which raise resources through
entry taxes, willbe deprived of revenue.

To gets states on board, Union
finance minister Jaitley agreed to fully
compensate states for any revenue loss
from GST implementation for five
years. The compensation, which is
specified in the Goods and Services Tax
(Compensation to States) Act, 2017, will
be computed taking the annual growth
instate indirect tax revenue to be 14%.

V.S. Krishnan, adviser (tax policy
group) at EY Indiaand a former mem-
ber of Central Board of Excise and Cus-
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toms, said that although consuming
states will benefitin the GST regime by
way of taxrevenue frominterstate sup-
ply of goodsand services, the exporting:
states will not stand to lose either.
Exporting states will benefit from get-
ting to tax servicesunder the new indi-
rect tax system, he said. As of now, the
centre taxes production of goods and
supply of services, while states get to
taxsale of goods butnot supply of servi-
ces. InGST, thisbarrierisremoved and
both the Union and state governments
get to tax the entire value chain of
goodsand services, increasing compli-
ance, explained Krishnan,

Thereis still some work to be com-
pleted. One among them is to clear
rules regarding e-way bills, an elec-
tronic permit for movement of goods.
According to Prashant Deshpande,
partnerat Deloitte Haskins & Sells Llp,
the e-way bill rules need to be very
practical and minimize compliance
burden. Also, statesneed to ensure that
border check posts are eliminated.

GST in the current formis a diluted
one in comparison to the original con-
cept, butexpertswelcome itsroll-out.
“Introduction of GST is a very good
start, Reforms, however, do not end
here. Certain features can be further
streamlined,” said Deshpande.
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isnot required in the existing
system. We noted that a busi-
nessmay file anaverage of 137
invoices a month. For design-
ing our system, we took three
times that numberasabench-
mark, that is roughly 400
invoices per month by a busi-
ness. That means 80 lakh tax-
payers may file about 320
crore invoices per month
under GST. Data of so many
invoices cannot be uploaded
in the conventional manner.
Our software has to enable
every class of taxpayer to
upload data. The system
allows entering data in the
GSTN website itself, which
may be convenient for small
businesses, but manual data
entry may not be feasible for
large businesses that mayneed
toupload say, 50,000 invoices
amonth. For them, we have an
offline tool which could be
downloaded from ourwebsite.
It draws data from the excel
sheetin the taxpayer’s system
and uploads to the GSTN sys-
tem. It can handle 19,000
invoices in less than 30 secs.
In the current system, busi-
nesses file both sale and pur-
chase data. But in GST, only
sellers need to upload sales
N
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dowin thefirst fortnightof this
month. About 66 lakh indirect
taxpayers of the 80 lakh have
activated their account at the
GSTN portal.

Data shows that many of
these taxpayers are from far
flung areas, including the
North East. That showsthatin
spite of connectivity issues,
they have been able to access
the GSTN portal. This was
made possible due to the mis-
sion mode project taken upby
the centre for computerization
of commercial taxes. With the
centre’s financial assistance,
all states have computerized
theircommercial tax systems.

Over the past decade, tax-
payers have got used to e-filing
and electronic compliance.

How about GSTN’sreadi-

ness?

Yes, we areready. For GST
rollout, there are two pre-req-
uisites. One, all existing indi-
rect taxpayers have tomigrate
to GST. Second, there should
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‘ upload the data. mint our declared
The enrolment of objectives. Wewill
existing indirect M be carrying out
taxpayers into business analytics
GSTN went on from Novem- | once we have enough data in
ber 2016 to April. We again | our system. When we have
opened the enrolment win- | dataoftransactions forayear,

we will collaborate with the
income tax department and
the others so that we can use
their data and they can use

ours.

Will GSTN be aself-suffi-

cient entity? What are

your revenue streams?

Ourrevenuestream isbased
on user charges collected from
the government for the servi-
cesrendered totax officersand
taxpayers. Taxpayers will not
be charged. Central and state
governmentswill pay on their
behalf.

Yourmessage to taxpay-

ers?

Iwould like to urge taxpay-
ers to use the help materials
suchasvideosandillustrations
we have posted in our website.
That will make working on
GSTN portal very easy. They
should also read about the sys-
tem requirements for their
computers. We are going to
release some “dosand don'ts”
to guide taxpayers.



