GST: End of the road or Beginning of the journey?

Goods & Service tax (GST) is the most talked about topic in the field of indirect taxation today in India. Everybody is keenly waiting for the proposed GST draft which will replace the existing system of VAT in India. The central government wants the GST to be implemented in India by 1st April, 11. Although there are & will be been many hurdles which are to be crossed before GST is implemented.

This article deals with the concept, need, rate of taxes of GST and expectation thereof:

Existing System of Indirect Taxes:

Our existing system of indirect taxes comprises the following taxes and duties:
· Customs Duty on Imports.

· Excise Duty on Manufacture of Goods 

· Service Tax on rendering of services 

· VAT on sale of goods and deemed sales 
· Central Sales Tax on Interstate sales

· Entry Tax, Octroi on entry of goods in state

· Luxury Tax on services in Hotel and Restaurants. 

· Entertainment Tax.
But at present we are almost at the door step of implementation of GST, to welcome it and make it a success, it is necessary for us to equip ourselves with the concept of GST and its working mechanism.
What is GST:

· GST (Goods & Services Tax) is a domestic consumption tax applicable alike on all goods and services, which is leviable at each point of sale or provision of service. There is no distinction between taxable goods and taxable service and they are taxed till the goods/services reach the consumer. It will eliminate the differential treatment of the manufacturing and service sector. It shall be a multi-stage tax where the ultimate burden shall lie on the consumer.
· The dealer shall charge GST on sale of goods or providing the services and pay GST on purchasing the goods or procuring the service. Difference of Output GST and input GST shall be payable as tax. Thus tax is payable only on Value addition with no cascading effects. 

Need for GST:

· CENVAT and the State VAT have certain incompleteness. The CENVAT does not extend to include chain of value addition below the stage of production. It has also not included several Central taxes, such as additional excise duties, additional customs duty, surcharges, etc., in the overall framework of the CENVAT, and thus kept the benefits of comprehensive input tax and service tax set-off out of the reach of manufacturers/dealers.
· VAT has also now subsumed up several taxes in the States, such as, luxury tax, entertainment tax, etc.

· CENVAT and state VATs clubbed with CST, present a grim tax scenario having cascading tax effects.

· The Centre is restrained by the constitution from collecting tax on goods beyond the point of manufacture. Similarly States are restrained by the constitution from levying tax on services and interstate transactions.

· Nature of complexities varies from taxability to classification to valuation. Some of such burning issues are: Excise on MRP, Excise, VAT and Service Tax on Software, VAT & Service tax on Works Contracts, Right to Use and Composite Contracts such as AMC transactions.

· Central Sales Tax (CST) on inter-state sales, collected by the origin state and for which no credit is allowed by any level of government.

· Real estate transactions are outside the scope of both VAT and CENVAT.

· The exempt sectors are not allowed to claim any credit for the CENVAT or the service tax paid on their inputs.

Various laws that get subsumed in GST:
The following Central taxes and State taxes will be subsumed:

Sate taxes:

i) VAT/Sales Tax on sale of goods and deemed sales.

ii) Taxes on Lotteries, Betting, Gambling.
iii) Entry Tax, Purchase Tax, Octroi.

iv) Luxury Tax on services in Hotel and Restaurants.

v) Entertainment tax.
vi) State Cesses and Surcharges.
Central Taxes:

i) Central Excise duty.
ii) Additional Excise duty.
iii) The Excise duty levied under the Medicinal and Toiletries Preparation Act.
iv) Service tax.
v) Additional Custom duty commonly known as Counter vailing duty (CVD).
vi) Special Additional duty of Custom 4 per cent (SAD).
vii) Cesses and Surcharges.

Levies under GST:

· Central GST (CGST)
Intra – state sale of goods and provision of services

· State GST (SGST)

Intra – state sale of goods and provision of services

· Integrated GST (IGST)

Inter – state sale of goods and provision of services

· GST on imports in the form of CGST & SGST
Rates of Tax:

The suggested rate structure is:

i)
Lower rate for necessary items and items of basic importance,

ii)
Standard rate for goods in general,

iii)
Special rate for precious metals,

iv)
A list of exempted items
v)
Zero Rate for Exports and Special Economic Zone (SEZ)

vi)
All services are intended to be taxed at a standard rate.

However,

a)
No Exemption will be allowed to the sales from an SEZ to domestic tariff area (DTA) and,

Imports will be subject to levy GST.

b)

Petroleum products like Crude Motor Spirit (including ATF) and High Speed Diesel (HSD)    

have always been out side VAT and are likely to so continue. 
c)
Tobacco will be subject to GST with input tax credit and Alcoholic beverages would be kept out of the preview of GST as its existing tax laws will continue. 
Threshold Exemption:
GST will have a uniform threshold limit across the country below which no GST will be applicable:
· CGST in case of Goods- Rupees 1.5 Crore.

· CGST in case of Services –‘appropriately high’ i.e. not yet decided.

· SGST in case of both Goods and Services- Rupees 10 Lakh.

EXPECTATIONS:

· Common market across the country.

· Scope for Tax Arbitrage to be nil.

· An equitable redistribution of tax burden on manufacturing and services sector. 
· Lower tax rate (15% to 20%) by broadening of tax base and minimization of exemptions.

· Compliance cost must reduce.

· Economic criteria must be basis for investment decisions and taxation should not influence business decisions any more. 
· GST must promote exports by reducing cascading effect of taxes and should promote employment and consequently spur growth. 

SUM UP:

GST is a welcoming concept which will be implemented shortly. However, there are some major amendments to be done and infrastructural reforms to be carried out in order to achieve the desired objective of this system. More transparency needs to be brought in the proposed law and the Department has to clearly spell out all the related provisions. Economy can afford the delay and then the failure. It will defiantly bring parity in the tax mechanism. It will be regarded as a good step towards the advancement of our economy.

