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INTRODUCTION TO GST

l. INTRODUCTION TO TAX

Tax is a money that people pay to the Government, which is used to provide public services.
It is a pecuniary burden on taxpayers to fulfill the socio-economic objectives of the Government,

it is pot a voluntary payment or donation, but an enforced contribution, exacted as per legislative
authority.

Direct Tax 5 Indirect Tax

I. Burden & Liability to pay Tax lies on Same Person | Burden & Liability to pay lies on Different Person

2. Burden of Tax is not shifted Burden of Tax is shifted to consumer

3. Progressive Taxation —» Higher Income, Higher Tax | Regressive Taxation — Some tax levied on all
irrespective of level of income

4, Levied on Income of Assessee Levied on supply of goods, service or both and also
on Imports. Also called Consumption Tax.

5. Concept of "Previous year' and 'Assessment Year' | No such concept. Financial year is considered.

Ecenomists world over agree that direct and indirect taxes are complementary and therefore, a rational tax
structure should incorporate in itself both types of taxes.

2. 65T

It is an indirect tax leviedf imposed/ charged on supply of

Good & Simple Tax goods or services or both except taxes on the supply of the
alcoholic ligwor for human consumption.
Goods & Services Tax

¥ ra a0 = T
Earlier Tax Regime/ Pre-G 5] ﬂ'l.i'ﬂ?r’ﬂﬂl?

Excise duty levied on Manufacture/ Prodn. of goods G5T levied on supply of goods/ services/ both
Sale Tax on sale of goods
Service Tax on provision of services

Multiple other Central and State taxes
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2000 Atal Bikari '.-"qﬂ;-.ﬁ-_y'ga_?r Prime Minister of India, set up a committee to .-;.\'.E.i.l'gn &5T model for India

2004 &5T Recommended by Kelkar Task Force on national basis

2006 Finance Minister P. Chidambaram announced in 2006-07 budget that 65T would be introduced
on 1/4/2010

Iforf2017  GST came into effect in Rest of India

g/o2/2017 GST came into effect in Jammu & Kashmir

For detailed timeline, refer Pg 1.5 of ICAI Study Material (not relevant for exams)

4. Wuy So Mucwh DELAY [ BIFFICULTY IN INTRORUCING GST?

India has 3-tier federal structure comprising of Caf 56/ LA. Power to levy taxes is distributed among them.

Article 265 Pronibits arbitrary collection of Tax i.e. no Tax shall be levied or collected except by
authority of law.

Article 245 Power for enacting law is conferred on Parliament and State Legislative Assembly.

¥ I ¥

Entry No. 82 = Income tax Entry No. 54 = Sale Tax on ‘Intra state soles’ Forest

Entry No. 83 =¥ Custom Duty Entry No. 51 = Duties of excise on alcoholic Education

_ liguor for human consumption, opium, Indian .
Entry No. 34 > Central Excise Duty  homp and other narcotic drugs and narcotics., Health

Entry No. 97 = Residuary The entry does not include duties of excise on  No Tox element
medicinal and toilet preparations containing

Entry No. 92A <> Central soles Tax  alcohol/ opium/ Indian hemp/ narcotic drugs/

on ‘Inter State sale’ narcotics

Inter Mation =» Between tioe Nations Inter-state = Between two States
Intra Nation = Within the Nation = Inter state Intra-state = Within the State

¢G =National 65T — €6 shall collect 65T & later distribute share to respective State Govts.
India adopted Dual G5T system, Brazil & Canada also follows Dual 65T,

Initially, focus was to implement National 65T model under which €6 shall collect full G5T and later
distribute the share of State Governments to respective State Governments.

As seen above, in the earlier Indirect Tax regime, fiscal powers between Centre and the States were
clearly demarcated.,

Shypltyiug conpnay Harder you wark, luckier you get
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€6 had exclusive power to H.'y tax on services & manufactu nm,. g of goods, except alco olic Jqu-:u ..:u
human consumption, opium, narcotics etc. Similarly, 56 had exclusive power to levy tax on sale of goods.

State Governments were not willing to let go their power of levying tax on goods.

Accordingly, India adopted Dual G5T Model, under which both '¢6’ and ‘56" has powers to
simultaneously/ concurrently levy tax on supply of Goods or Services or both.

Hence, it was necessary to amend the constitution for redistribution of powers to levy tax on goods or
services or both by €6 & 54.

This was done through ‘Constitution [101* Amendment] Act 2016; which introduced “Article 246A" for
empowering the £6 & 56 to simultaneously .'-:-l.-'y and collect 65T

-l

Note: For amendment in Constitution, at least 2
its favour.

of Rajya Sabha E Lok Sabha members must vote in

All decisions related to GST, via. rate of tax, exemption etc. is taken by a 65T Council [Article 279A],
G5T Council comprises of
a) Union Finance Minister as Chairm an;

Union Minister of State in charge of Revenue or Finance;

Ministers in charge of Finance/ Taxation or any other Minister nominated by each of the States &
UTs with Legislatures. These members may choose ome amongst themselves to be the Vice-
Chairperson of the Council.

To pass any decision in G5T council, 3/4" votes of members present and voting is reguired.
Weight of CG Votes = I/3 of total votes cast
Weight of 5G Votes combined - 2/3 of total votes cast

Hence, to pass any decision, support of both €6 & majority of 56 is required. (co-operative federalism,)

5. WorkiNg oF 65T

I. Before VAT regime
Whelesaler/ bealer Retailer

Manufacturer
Raky Material purchased Purchase Cost | | Purchase Cost

Processing Exp. (@ 10% Profit @ 0% | | Profit @ 10%
Cost of production ' |

Profit @ 10% Sale Tox @ 10% '—W
Sale Price ' Sale Price

Excise Duty @ 10%

Sale Tax @ 10%
“Sale Price

Shupltying conpiy Harder you work, luckier you get
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2. buring VAT regime
Manufacturer Whalesaler Retailer
Raw Material purchased Purchase Cost Purchase Cost

Processing Exp. ' Profit @ 0% | Profit @ 10%
Profit @ 10% VAT @ 10% : | VAT @ 0%
' Sale Price | sale Price

Excise Dulty (@ 10%
Sale Tax @ 0%

Sale Price

—— - e -

Excise Duty @ 10% Qutput Tax Liab,

Sale Tax @ 10% Less: ITE ' | Less: ITC

Net Tax p&yaﬂe I' | Net Tax ﬁ.ﬁyaﬂe |

Ideally, every person should pay tax on their own value addition/ contribution.

Value Added Taxation is a mechanism of Taxation, where tax is levied at each stage of supply chain &
» tox poid on inputs i.e. purchase, is ollowed as credit from Tax liability on sale;

F thereby, taxing only value added at each stage.

Thus, only the final consumer bears the 65T charged by the last supplier in the supply chain, with set-off
benefits at all the previous stages.

This results in ne double taxation and no tax on tax (cascading effect).

France was the first country to implement VAT/ G5T in 1954, Presently, more than 160 countries have
implemented VAT/ 65T in some form or the other.

Tax paid/ payable on purchase — Purchase made is not the value addition of buyer. Accordingly,
such tox paid on purchase is not his liability to pay but still paid.

Hence, treat such tax paid/ payable on purchase as Tax Asset’ and not as part of cost,

Tax charged on Sale/ received on sale — It is Government money which seller as received. Seller
must pay it to Govermment.

Hence, treat such tax collected on sale as Tax Liability.

Mét"?":i:i"p::lg,iatrl'-é = Tax on Sales - Tax mr':;r:}h:'ﬁa.ses

Three Cases on Allewability of Input Tax Credit
Case | Case I

Shipliyiug conpnds Harder you wark, luckier you get
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As seen above, tax on input is allowed as credit from output tax liability, only when both are payable to
saime Government,

In case Input tax is paid to one Government & output tax is payable to another Government, credit is pot
allowed. Such tax paid on Input is treated as part of cost.

To resolve this & few other shortcomings of VAT regime, ‘65T was introduced.

3. “During 65T [1/7/2017 onwards] Assume effectiveness rate = 12%

Manufacturer Whalesaler
Raw Material purchased Purchase Cost Purchase Cost
Processing Expenses | | Prafit @ 10% Profit @ 10%
Cost of production

Profit @ 10%

—----

Total Value Addition =

=

45T payable Total value addition x 12%

Total GST paid =

- -

GST — Comprehensive VAT — No double taxation — No tax on tax [cascoding effect] — Reduced prices

Sheipltying conpnsy Harder you wark, luckier you get
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TAXES SUBSUMED IN §5T

Central Excise duty except on DAMN -.':L l. VAT except on DAMN & alcoholic liguor for human
Tobacco consumption

Service tax . Luxury Tax

Eentral sales tax except on DAMN & 3. Entry Tax
alcoholic liguor for human consurmption

Countervailing duty (cvp) . Dctroi Tax
special additional duty (SAD) 5. Entertainment Tax
Other central surcharge & cess . Tax on Lottery, Betting & Gambling

Tax on Advertizement

Other state surcharge & cess

7. TAX NOT SUBSUMED UNDER ST
J_ & [ ¥

: Central Excise duty on DAMN
F
. :J'.‘" = High speed aiesel
- A" - Aviation Turbine Fuel'| Petroleum Crude
- ‘M’ - Motor spirit (Petrol) |
- ‘N’ = Natural Gas
=

VAT/ C5T on "DAMN"
State excise duty on alcoholic liguor for human consumption
VAT/ C5T on alcoholic liguor for human consumption

Basic custom aurt if

Stamp duty. Thus, Real estate sector has been kept out of ambit of 63T, i.e. 65T will not be levied on
solefpurchase of immovable property.

Electricity duty
Entertainment Tax levied by “Local Authority

Entertainment Tax

|
¥ ¥
Levied by State Govt Levied by Local Authority

¥ ¥

| Subsumed under 65T | | Mot subsumed under GST |
/ S e P e et

i "

Note: ‘Tobacco =» Both Central Excise Duty & G5T is levied

Note: Opium, Indian hemp and other narcotic drugs and narcotics = Both State Excise Duty
& GST is levied

Note: ‘Petroleum Gas' = Already covered under 65T
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"GST compensation cess on goods and services — onl compensation cess on goods and services - crm'y for knowl knewledge

GST compensation cess is levied by Central Government in case of supply of certain luxury or 5IN goods, in
order to compensate states for the loss of any revenue due to implementation of 65T for a period of 5 years
ie. till June 30, 2022,

This cess will be in addition to GST payable. The ceiling on ST compensation cess is 15%, though higher
cess is leviable on pan masala and tobacco products.

The levy of 65T Compensation cess was extended till March 31, 2026 to repay the loans taken by the Union
Government, of India in the last tiwo fiscal years to make up for the shortfall in their revenue collection.
However, the period for which states would be compensated hasn't been extended beyond June 30, 2022

F. STATUS AFTER GST

: | 65T and few other taxes

Supplier

No double taxation & cascading effect

Article 246A, 269A, 279A, Changes in Schedule VII |

)
State List (List-11)

Customs duties State excise duties

Entry §3: Duties of customs including export Entry SI: Duties of excise on
duties i " .
»  Alcoholic liguor for hiuman consumption; &
» Opium, Indian hemp, other narcotic drugs & nareotics,

Central excise duties State level VAT

Entry #4: Duties of excise on following goods Entry 54: Taxes on intra-state sale of following goods:

manufactured or produced in India: % Patrslome crude:

FPetroleum crude: : .
: High speed diesel;

High speed diesel: P
igh speed disse, Motor spirit (i.e. petrol)

Mator spirit (i.e. petrol) Natural gas;

Natural gas; Aviation turbive fuel: and

fivlation farmine fue. B0 Alcoholic liguor for human consumption.

Tobacco and tobacco products

An Important source of In India, indirect taxes contribute more than 0% of the total tax revenues
revenue of Central and State Governments.

Tax on commaodities and
services

Shifting of burden

Simplifying Complexity
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4. No perception of direct Value of indirect taxes is generally inbuilt in the price of the commodity,
pinch most of the time the tax payer pays the same without actually knowing
that he is paying tax to the Government.

[3 mﬂﬂﬁaﬁary' it directly offects the prices of commodities and services and leads to
inflationary trend.

6. Wider tax base Majority of the products or services are subject to indirect taxes.

7. Regressive in nature Both rich and the poor have te pay the same rate of indirect taxes on a
product/service. Hence, it is more burdensome for poor people.

10, DEFICIENEIES OF EARLIER TaX REGIMES VAT REGIME & BENEFITS oF GST |

Several taxes not For a single transaction multiple taxes in multiple farms were reguired to be paid
subsumed in VAT as taxes like Luxury tax, Entertainment tax ete. which were not subsumed in VAT
‘2, High compliance | Large number of taxes created high compliance cost for the taxpayers in form of
Cast maore returns, payments etc.
3. Double taxation Earlier some items were treated both as goods and Services that led to double
taxation. Example: Earlier, software was subject to both service tax and VAT

§. No set-off of Both CENVAT and State level VAT were value added taxes but cross utilisation of
CENVAT & State credit i.e. set off of those were not possible as CENVAT was levied by Central
Level VAT Governmment and VAT levied by State Government.

S. No CENVAT after CENVAT did not include chain of value addition in the distributive trade after the
Manufacturing stage of production. Similarly, in the State-level VAT, CENVAT load on the goods
Stage was not removed. This led to the cascading of taxes.

&, Hﬂn—m@mﬁah ef | VAT on Goods was not integrated with service tax at the state level. So the
VAT & Service Tax cascading effect of service tax was not removed,

Cascading nature of | CST was non-vatable (i.e. no credit was allowed) and an origin based tax which
csT had cascading effect.

M., G3T = & CURE OF ALL ILLS 1.E BENEFITS OF Q3T

Benefits to a) Creation of unified natfonal market: G5T enabled creation of Common market with
economy common tax rates end procedures and remove the economic barriers, thereby paving
the wayfor an integrated economy at the national level,

Boost to "Make in India’ initiative: by making goods and services produced in India
competitive in the national as well as intemational market.

Boost to investments & employment: Subsuming of major Central & State taxes in
G3T, comprehensive set-off of input tax on goods & services and phasing out of Central
Sales Tax (€ST) would reduce the cost of locally manufactured goods and services,
thus poosting Investment and Employment.

Simplified tax | o) Ease of doing business: Simpler tox regime with fewer exemptions along with reduction
structure in multiplicity of taxes under G5T has led to simplitication and wniformity in tax
structure.
ﬁert&::nty in tax nﬁnfh}ﬂrﬂﬁm: Common pmrf-dx_:}e.s “for FEE:I'-S-E-J'EHEF‘J of ra.:'pﬂyers_.'
refund of taxes, whiform formats of tax return, comyvnon tox Base, common sg.stgm of

classification of goods or sewices along with timelines for every activity ensures

Shpltying Conpy Harder you work, luckier you get Page |18
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Easy tax a/) Automated procedures with greater use of IT: G5T is technology driven. The interface of
compliance the taxpayer with the tax authorities is through the common portal (GSTN).

Easier tax compliance: Harmonization of laws, procedures and rates of tax has made
compliance easier and simple. There are common definitions, common forms/ formats,
common interface through common portal resulting in efficiencies and synergies.

E‘mntnge: Benefits to industry: Average tax burden on trade and industry has come dewn, which
for trade and has resulted in reduction in prices of goods and services. This has resulted in more
industry consumption, which means more production & thereby boosting growth of industries.

Ef_ Mitigation of ill effects of cas .:a:.-:admg G5T is a E.::_J.‘-"rrc.'rt."-s-rl-bﬂséc-n"mnﬂ-mph'ﬂﬂ tax, It
nas oeen designed in a manner so that tox is collected at every stage and the credit
of tax paid at the previous stage is avaflable toset off the tax to be paid ot the next
stage of transaction, This eradicates “tax on tax" & allows cross utilization of ITC.

Benefits to small traders and entrepreneurs: 65T has increased the threshold limit for
G5T registration for small businesses. Small businesses have also been provided the
benefit of composition scheme.

12. ST CoMMonN PoRTAL |

Comman GST Electronic Portal — wiia.gst.gov.in - a website managed by Goods and Services Network
(asTn) [a company incorporated under the provisions of section & of the Companies Act, 2013] is set by
the Government to establish a uniform interface for the tax payer and o common and shared IT
infrastructure between the Centre and States.

The G5T portal is accessible over intermet (by toxpagers and their CAs/ Tax Advocates ete.) and Intranet by
Tax Officials ete. The portal is one single common portal for all GST related services,

However, common GST Electronic Portal for fumishing electronic way bill is n:u-;nm.-_"n_'n-:lgré.'-r'ﬂg st.gov.in

Further, website for uploading/ reporting of e-invoices by the notified persons is Invoice Registration
Portal (1RP.)

These bwo websites are managed by the Notional Informatics Centre, Ministry of Electronics &
Information Technology, Govemment of India].

How To STUDY G5T

| pmeedwes

Taxable Even _ Registration
Eharge Under 65T Tax Invoice, Debit & Credit Note and E-Way Bill
Place of Supply Accounts and Records
Exemption from 65T Returns
Time of Supply Payment of G5T
Value of Supply Assessment, Refunds, Audit, Appeals etc.

Input Tax Credit

Simplifying Complexity Harder you work, luckier you get
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CHAPTER 1

INTRODUCTION TO GST

1) ICAI Study Material Questions & Solutions (100%)
Cnv&rﬂge 2) RTPs & MTPs till May 24 (100%)

3) Past Year Questions till May 24 (100%)

1. ICAL 5TUDY MATERIAL QUESTIONS

Concept Problem 1

List some of the benefits that GST may acerue to the econamy.
fiulutiun

GAT may accrue following benefits to the economy:

) Creation of unified national market: G5T aims to make India a common market with common tax rates
;t!l'|-:| '|'rr|:||."t'-:|l.L:'1_=-=: and remove t||.|_' |_='|.'|_|!I'|1r|'|:!|i-:_' f'|.|r:|'i|._'|'.=i. "'ll_'t'l._'l'ﬁ.' paving t|'||_' Wy 1'|.1[ arn i|'|.I|_":._'|:'.'lt1_*|.i economy at thl:"
national level.

Boost to ‘Make in India’ initiative: GST may give a major boost to the "Make in India’ initiative of the
Government of India by making goods and services produced in India competitive in the national as well as
international market. This would make India a manutactunng huhb.

Boost to investments, exports and employment: Under the GST regime, the principle of exporting only
the cost of goods or services and not taxes is being followed, This may boost Indian exports thereby improving
the balance of payments position. Exporters are being facilitated by grant of provisional refund of 90% of their
claims within 7 days of issue of acknowledgement of their application, thereby resulting in the easing of
position with respect to cash flows.

Further, the subsuming of major Central and State taxes in GST, complete and comprehensive set-off of input
tax on :.:I:-I:-I!:'\ il|'|||_ SErVICES :1r',-|.1 |'r|1:1.'-u.i|I|:,_'l out ||1- [,"1,'|'|r|'i'1| Sales Tax (CST) may |'|'|.‘|I||'|,' !hr sl -:rr- ||:||,':1||:|.'
manufactured goods and services. Resultantly, the competitiveness of Indian goods and services in the
international market may increase to give boost to investments and Indian exports.

With a boost In ExXports and manufacturing activity, more 1-'|:I'||‘.-||:l:|.'|'|1|_'l'|t woild be generated and GDP would

INCreases,
Concept Problem 2
Explain with the help of examples how a particular transaction of goods and services is taxed simultaneously under
Central GET (CGST) and State GST (SGST)?
Solution
The Central GST and the State GST is levied simultaneously on every intra-State supply of goods or services or both
made by registered persons except the exempted goods and services as well as goods and services which are outside
the purview of GST. Further, both are levied on the same price or transaction value. The same can be better
understood with the help of following examples:
Example 1: Suppose that the rate of CGST is 10% and that of SGST is 10%. When a wholesale dealer of steel in

Uttar Pradesh supplies steel bars and rods to a construction company which 15 also located within the same State
for, say INR 100, the dealer would charge CGST of 10 and SGST of 10 in addition to the basic price of the goods.

The CGST component will go into a Central Government account while the SGST portion into the account of the
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concerned State Government (vie. U.P.).

It is important to note that he might not actually pay INR 2o (10 + 10) in cash as he would be entitled to set-off this
liability against the CGST or SGST paid on his eligible purchases (inputs, input services and capital goods)
assuming that all his purchases are intra-State. However, for paving CGST, he would be allowed to use only the
credit of CGST paid on his purchases while for SGST he can utilize the credit of SGST alone. CGST credit cannot be

used for payment of SGST and vice versa.

Example II: Suppose, again the rate of CGST is 10% and that of SGST is 10%. When an advertising company
located in Mumbai supplies advertising services to a company manufacturing soap also located within the State of
Mauaharashtra for, let us say * 100, the ad company would charge CGST of 10 as well as SGST of 10 at the basic value
of the service. The CGST component will go into a Central Government account while the SGST portion into the
account of the Maharashtra Government,

He might not actually pay 20 (10+410) in cash as it would be entitled to set-off this liability against the CGST or
SGST paid on his eligible purchases (sav, of inputs such as stationery, office equipment, services of an artist etc.)
assuming that all his purchases are intra-State. However, for paying CGST, he would be allowed to use only the
credit of CGST paid on its purchase while for SGST, he can utilise the eredit of SGST alone. CGST credit cannot be
used for payment of SGST and vice versa.

Concept Problem 3
Why was the need to amend the Constitubion of India before intreducing the G
Solution

Earlier, the fiscal powers between the Centre and the States were clearly demareated in the Constitution with almaost
no overlap between the respective domains. The Centre had the powers to levy tax on the manufacture of goods
(except alcoholic liguor for human consumption, opium, narcotics ete.) while the States had the powers to levy tax
on the sale of goods. In the case of inter-State sales, the Centre had the power to levy the Central Sales Tax but the
tax was collected and retained entirely by the States. As for services, it was the Centre alone that was empowered to
levy service tax.

Introduction of the GST necessitated the amendments in the Constitution so as to simultaneously empower the
Centre and the States to levy and collect this tax. The Constitution of India was amended by the Constitution (101=
Amendment) Act, 2016 for this purpose. Article 246A of the Constitution introduced thereby empowered the Centre
and the States to simultaneously levy and collect the GST,

Concept Problem 4
GST is a destination-based tax on consumption of goods or services or both. Discuss the validity of the statement.
Solution

The given statement is valid. GST is a destination-based tax on consumption of goods or services or both. GST is
known as destination= based tax since the tax would accrue to the taxing authority which has jurisdiction over the
place of consumption which is also termed as place of supply.

For example, if A in Delhi produces the goods and sells the goods to B in Harvana, In this case, the tax would accrue
to the State of Harvana and not to the State of Delhi. On the other hand, under pre-GST regime, origin- based
taxation was prevailing in such cases.

Under origin-based taxation, the tax used to accrue to the State from where the transaction originated. In the given
case, under origin-based taxation, the central sales tax would have been levied by Centre and collected by the State
of Delhi and not by the State of Harvana.

Concept Problem 5
Dizcuss the leviability of GST or otherwise on the following:

a)l  Alcoholic hguor for human consumption

b} Petroleum crude, diesel, petrol, Aviation Turbine Fuel (ATF) and natural gas
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) Tobacco

d) Opium, Indian hemp and other narcotic drugs and narcotics

Solution

a) Aleoholie liqguor for human consumption: is outside the realm of GST. The manufacture/production of
aleoholic liguor continues to be subjected to State excise duty and inter-State/intra-State sale of the same is
subject to CST/VAT respectively.

Petroleum erude, diesel, petrol, ATF and natural gas: As regards petroleum erude, diesel, petrol, ATF
and natural gas are concerned, they are not presently leviable to GST. GST will be levied on these products from
a date to be notified on the recommendations of the GST Council,

Till such date, central exeise duty continues to be levied on manufacture/production of petroleum crude, diesel,
petrol, ATF and natural gas and inter-State/intra-State zale of the same is subject to CST/ VAT respectively.

Tobacco: Tobhacco is within the purview of GST, i.e. GST is leviable on tobacco. However, Union Government
has also retained the power to levy excise duties on tobacco and tobaceo products manufactured in India.
Resultantly, tobaceo is subject to GST as well as central excise duty.

Opium, Indian hemp and other narcotic drugs and narcotics: Opium, Indian hemp and other narcotic
drugs and narcotics are within the purview of GET, i.e. GST is leviable on them. However, State Governments
have also retained the power to levy excise duties on such products manufactured in India. Resultantly, Opium,
Indian hemp and other narcotic drugs and narcotics are subject to GST as well as State excise duties.

Concept Problem 6

Under Goods and Services Tax (GST), only value addition i5 taxed and burden of tax 15 to be borme by the final

consumer. Examine the validity of the statement.
Solution

The statement is correct. Goods and Services Tax 15 a destination-hased tax on consumpiion of :.:1uu_|.=‘- and services, It
is I | at all stages right from manufacture up to final consumption with credit of taxes paid at previous stages
available as setoff. Resultantly, only value addition is taxed and burden of tax is to be borne by the final consumer.

Concept Problem 7

Which are the commodities which have been kept outside the purview of GST? Examine the status of taxation of
such commaodities after introduction of GST.

Solution

Article 366(12A) of the Constitution as amended by 1018t Constitutional Amendment Act, 2016 defines the Goods
and Services tax (GST) as a tax on supply of goods or services or both, except supply of alcoholic liqguor for human
consumption. Therefore, alcohol for human consumption is kept out of GST by way of definition of GST in the
Constitution. Five petrolenm products viz. petrolenm crude, motor spirit (petrol), high speed diesel, natural gas and
aviation turbine fuel have temporarily been kept out of the purview of GST; GST Council shall decide the date from
which they shall be included in GST. The erstwhile taxation system (CST/VAT & central excise) still continues in
respect of the said commodities

Concept Problem 8
A dual GST has been i||:||:-||_'|'|||'|'|I_r.‘||. 1 Ik, Elaborate
Solution

A dual GST has been implemented in India with the Centre and States simultaneously levving it on a common tax
base, The GST levied by the Centre on intra-State supply of goods and / or services is called the Central GST (CGST)
and that levied by the States/ Union territory is called the State GST (SGST)/ Union GST (UTGST). Similarly,
Integrated GST (1GST) is levied and administered by Centre on every inter-State supply of goods and/or services.
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India is a federal country where both the Centre and the States have been assigned the powers to levy and collect
taxes through appropriate legislation. Both the levels of Government have distinet responsibilities to perform
according to the division of powers prescribed in the Constitution for which they need to raise resources. A duoal
GST, therefore, keeps with the Constitulional requirement of fiscal federalism.

Concept Problem g
Discuss Article 260A pertaining to levy and collection of GST on inter-State supply.
Solution

Article 269A of the Constitution stipulates that 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 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.

Here, supply of goods, or of services, or both in the course of import into the territory of India shall be deemed to

be supply of goods, or of services, or both in the course of inter-State trade or commerce

The amount 50 apportioned to a State shall not form part of the Consolidated Fund of India. Where an amount
collected as 1GST has been used for payment of SGST or vice versa, such amount shall not form part of the
Consolidated Fund of India/State respectively. This is to facilitate transfer of funds between the Centre and the
atates.

Parliament is empowered to formulate the principles for determining the place of supply, and when a supply of

_HI.]I.II.:l"i. or of services, or both takes |‘.l|:_1-:_'1_‘ in the course of inter-State trade or commerce.

Concept Problem 10
Diseuss Article 246A which grants the power to make laws with respect to ( wonds and Services Tax,

Solution

Article 246A stipulates that Parliament, and, 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.

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.

However, in respect to petroleum crude, high speed diesel, motor spirit (commonly known as petrol), natural gas
and aviation turbine fuel, the aforesaid provisions shall apply from the date to be notified by the Government on the
recommendations by the GST Couneil.

2, ICAI RTFs; MTPS AND PAST Y EAR QQUESTIONS

Concept Problem 11
Differentiate between direct and indirect taxes.
Solution
Difference between direct taxes and indirect taxes:
Direct Taxes Indirect Taxes

The person paying the tax to the Government directly | The person payving the tax to the Government collects
bears the incidence of the tax. the same from the ultimate consumer. Thus, incidence
of the tax is shifted to the other person.

Progressive in nature - high rate of taxes for people | Regressive in nature - All the consumers equally bear
having higher ability to pay. the burden, irrespective of their ability to pay.

Concept Problem 12
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Enumerate major direct and indirect taxes,

Solution

Major indirect taxes are goods and services tax and customs duty and major direct tax is income tax.

Concept Problem 13

Explain the salient features of indirect taxes.

Solution

Salient features of indirect taxes are:

1)

An important source of revenue: Indirect taxes are a major source of tax revenues for Governments
worldwide and continue to grow as more countries move to consumption-oriented tax regimes. In India,
indirect taxes contribute more than 50% of the total tax revenues of Central and State Governments,

Tax on commaodities and services: It is levied on commaodities at the time of supply or manufacture or
purch ale or import/export thereof, Hence, it is also known as commaodity taxation, It 15 also levied on
supply of services.

Shifting of burden: There is a clear shifting of tax burden in respect of indirect taxes. For example, GST paid
by the supplier of the goods is recovered from the buyer by including the tax in the cost of the commuoddity.

Mo perception of direct pinch: Since, value of indirect taxes is generally inbuilt in the price of the
commaodity, most of the time the tax paver/consumer pays the same without actually knowing that he is paying
tax to the Government. Thus, tax payer does not perceive a direct pinch while paying indirect taxes.

Inflationary: Tax imposed on commodities and services causes an all- round price spiral. In other words,
indirect taxation -il.'i'l'l_‘l._'l[:'.' affects the prices of commodities and services and leads to in t..].illil.lrl-;ll'_ﬂ' trend.

Wider tax base: Unlike direct taxes, the indirect taxes have a wide tax base. Majority of the products or
services are subject to indirect taxes with low thresholds.

Promotes social welfare: Higher taxes are imposed on the consumption of harmful products (also known as
*sin goods’) such as aleoholic products, tobaceo products ete. This not only checks their consumption but also
enables the State to collect substantial revenue.

Regressive in nature: Generally, the indirect taxes are regressive in nature. The rich and the poor have to
pay the same rate of indirect taxes on certain commodities of mass consumption. This may further increase the
income disparities between the rich and the poor.

Concept Problem 14

Write a short note on lists provide under seventh schedule to the constitution of India

Solution

Seventh Schedule to Article 246 of the Constitution contains three lists which enumerate the matters under which

the Union and the State Governmenis have the authority to make laws.

List -I (U'mion List): It contains the matters in respect of which the Parliament {Central Government) has the
exclusive right to make laws.

List -1I [State List): It contains the matters in respect of which the State Government has the exclusive right to
make laws

i) List -I11 (Concurrent List): It contains the matters in respect of which both the Central & State Governments

have power to make laws.

Concept Problem 15

Driscuss the deficiencies of the existing indirect taxes which led to the need for ushering into GST regime.
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Solution

Deficiencies in the erstwhile indirect tax regime:

(a) Certain transactions were subject to double taxation and were taxed as both goods and services, since under

the earfier regime, distinetion between goods and services was often blurred.

CENVAT did not include chain of value addition in the distributive trade after the stage of production.
Similarly, in the State-level VAT, CENVAT load on the goods was not removed leading to the cascading of

| L

Though CENVAT and State-Level VAT were essentially value added taxes, set off of one against the credit of
another was not possible as CENVAT was a central levy and State-Level VAT was a state levy.

There were several taxes in the States, such as, Luxory Tax, Entertainment Tax, ete. which were not subsumed
in the VAT. Hence for a single transaction, multiple taxes in multiple forms were required to be paid.

VAT on goods was not integrated with tax on services, at the State level, to remove the cascading effect of
service tax. With service sector being the fastest growing sector in the economy, the exclusion of services from
the tax base of the States potentially eroded their tax- buovancy.

CST was another source of distortion in terms of its cascading nature since it was non-VATABLE. Being an
origin-based tax, CST was alzo against one of the basie principles of consumption taxes that tax should acerue
to the jurisdiction where consumption takes place.

Concept Problem 16

List the central and state levies which will be subsumed in GST in India.

Solution

Central levies that are subsumed in GST are as follows:

a) Central Excise Duty & Additional Excise Duties

|‘.-:I Service Tax

¢)  Excise Duty under Medicinal & Toilet Preparation Act

dl CVD & :'1'|H'l.'f|.'ll CVD

e) Central Sales Tax

£l Central surcharges & Cesses in so far as tht':‘.' relate to :ﬂ]ppi}' of goods & services
State levies that are subsumed in GST are as follows:

a)  Stabe surcharges and cesses in so far as they relate to supply of goods & services
b)  Entertainment Tax (except those levied by local bodies)

¢} Tax on lottery, betting and gambling

d) Entry Tax (All Forms) & Purchase Tax

el VAT f"'i:1|1_"!. tax

f)  Luxury Tax

gl ‘Taxes on advertisements

Concept Problem 17

Discuss the functions of the common GST portal.

Solution
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GST being a destination-bazed tax, the inter-State trade of goods and services (IGST) needed a robust settlement

mechanism amongst the States and the Centre, A Common Portal was needed which could act as a clearing house
and verify the claims and inform the respective Governments to transfer the funds. This was possible only with the
help of a strong IT Infrastructure.

Resultantly, Common GST Electronic Portal — www. gst_gov.in = a website managed by Goods and Services Network
(GSTN) [a company incorporated under the provisions of section 8 of the Companies Act, 2013] is set by the
Government to establish a uniform interface for the tax payer and a common and shared IT infrastructure between
the Centre and States.

The functions of the GSTN include facilitating registration; forwarding the returns to Central and State authonties;
computation and settlement of IGST; matching of tax payment details with banking network; providing various MIS
reparts to the Central and the State Governments based on the taxpaver return information; providing analysis of
taxpayers’ profile.

Concept Problem 18

Elaborate the principles that were borme in mind while subsuming various central, State and local levies, under GST.
Solution

The various central, state and local levies were examined to identify their possibility of being subsumed under GST.
While identifving, the following principles were kept in mind:

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

or an r|1|- HI_I!'|1'||_'. of Services,

x¢5 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
sepvIees at |14* -nrln-r.

i} The subsuming of taxes should result in 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.

iv)  Revenue fairness for both the Union and the States individually would need to be attempted.
Concept Problem 19

GST is a simplified tax structure. Justify the statement.

Solution

GST is a simplified tax structure. The statement is justified. Simpler tax regime with fewer exemptions along with
reduction in multiplicity of taxes under GST has led to simplification and uniformity in tax structure. The uniformity
in laws, procedures and tax rates across the country makes doing business easier. Common system of classification of
goods and services across the country ensures certainty in tax administration across India.

Concept Problem 2o
List the advantages that GST acerues to the trade and industry.
Solution

GST accrues following advantages to the trade and industry

i) Benefits to industry: GST has given more relief to industry, trade and agriculture through a more
comprehensive and wider coverage of input tas off and gervice tax set-off, subsuming of several Central and
State taxes in the GST and phasing out of CST. The transparent and complete chain of set-offs which results in
widening of tax base and better tax compliance also leads to lowering of tax burden on an ave dealer in
trade and industry.

Mitigation of ill effects of cascading: By subsuming most of the Central and State taxes into a single tax

and by allowing a set-off of prior-stage taxes for the transactions across the entire value chain, it helps in
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mitigating the ill effects of cascading, improving competitiveness and improving liquidity of the business

Benefits to small traders and entrepreneurs: GST has increased the threshold for GST registration for
small businesses. Further, single registration is needed in one State. Small businesses have also been provided

the additional benefit of composition scheme. With the creation of a seamless national market across the
country, small enterprises have an opportunity to expand their national footprint with minimal investment.

Concept Problem 21

“State Government has exclusive power to notify a transaction to be supply of goods or services.” Discuss the
correctness of the statement.

Solution

The said statement is not correct. State Government can notify a transaction to be supply of goods or services but
onlyv on the recommendations of the GST Council. Further, Central Government or State Government, both on the
recommendations of the GST Council, can notify an activity to be the supply of goods and not supply of services or
supply of services and not supply of goods or neither a supply of goods nor a supply of services.

Shoplifying Completty Harder you work, luckier you get




———

Meaning

Nole

L

Supply for
< onsideration
in course of
furtherance of
bBusiness Sec
7 (1) {a)

CONSIDERAT ION

L

Securmty
Ceposils

Subsidy

L

Exceplion
Schi

1

[k}

CA KISHAN KUMAR PRESENTS

DRONE CHART OF

SUPPLY

L)
ACTIVITIES
INCLLUDE GLASSIFIED AS
SO0005 OR
l —— SERVICES SEC 7
! (A} + SCHEDULE
Imparation of Supply without 11
fernd e Mosr consideralion .
conziderslion sec T (1) (<) , [
whelher or ol in
LOUFSE OF L ¥
furtherancc of
business Sec 7 [1) *00Us SERVILE
()
Clanhicalrons
CONCEFT
L] L
| S HCM
L | Y -
I_l
BUSINESS
I
T T |
Meaning Exceplion

Iy
atudents Keca
eveE View

USE CODE CAKEK 1o avall maximum discounl
wnile pd l'(-l'l#llhﬂ &Ry CoursE an Uﬂitlﬂfﬂ'l}'

Meaning

ne Chart 15 an Ultimate Tool

r “Chalisa” Handwrit
.,_,".":"-l\l]h.i‘l

marks

@C0,®
O 0 = SUPPLY

Qﬁ@mﬁ

EXCLUPE

T

Megatier Hsl sec T (2}
i Schedule

|

¥ L
As por As per
Az per Act Matificatian clarific ation
SECTION B
¥ L

CoOfmDasite LAY T |

Supply Supply

¥ ¥ r
hpu:lfihln v — Applic abie
rale rale

Enamples rI-I‘HFﬂI'\

L‘It""l'l.:ll‘l:-\_- Py LA KISDan RuUmiarn t
what they

[ all 1opics covered in a Chapler and muist

an of these three Ci

e referred ale

ntents can easily help you score 75

i el

have studied and revised. It provides bird's

g

er Wolexs A "Thvvasira®™ Ouwestion Bank A




