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Abstract
Introduction of Value Added Tax (VAT) at the Central and State level has been considered to be a
major step–an important breakthrough in the sphere of indirect tax reforms in India. If the VAT is a
major improvement over the pre-existing central excise duty at the national level and the sales tax
system at the state level, then the Goods and Service Tax (GST) will indeed be a further significant
improvement – the next logical step towards a comprehensive indirect tax reforms in our country. GST
is a tax on goods and services which benefits the producers and service providers up to the retailers’
level. It is essentially a tax levied only on value addition at each stage and a supplier at each stage is
permitted to set-off through a tax credit mechanism (TCM). The GST paid on purchase of goods and
services are available for set-off on the GST to be paid on supply of goods and services. Thus, the final
consumer will bear only the GST charged by the last dealer in the supply chain. So it is a destination
based Tax. After a long struggle, it has been introduced in India on and from 1st July 2017 all over the
country. In this paper an attempt has been made to analyze the concept of GST, how GST is working
and also discusses the justification of GST in India.
Keywords: VAT, Tax Reforms, Supply Chain, TCM.

Introduction
Tax Policies Plays an important role on any economy as it is one of the main source of revenue of any
Government. Broadly, taxes are classified into direct tax and indirect tax. A direct tax is imposed directly
on the tax-payer. It is directly paid to the government by the person on whom it is imposed. It cannot be
transferred or shifted on to others, e.g., Income Tax. Direct tax is generally progressive in nature because
the rate of income tax is higher for higher income group. Indirect tax, on the other hand, is a tax which can
be shifted to another person, e.g., Sales Tax. In this case, tax incidence is passed on at every stage till the
commodity finally reaches the consumer. Indirect tax is generally regressive in nature because persons
consuming goods will have to bear equal burden regardless of their capacity to bear tax.
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In pre-GST regime, goods were taxed by the Central Government and State Government. Services were
taxed by the Central Government Goods and Service Tax. It is consumption-based unified tax levied on
every supply of goods and services within the nation. It works on the fundamental principle of “One Nation
One Tax”. In this paper an attempt has been made to discuss the total topic into three sections. Section 1
explains the concept of GST. Section 2 discusses how GST works. Section 3 discusses the justification of
GST in India and concludes the study.
Objectives of the Study:
The following are the main objectives of the study:
i)

To understand the concept of GST instead of all indirect taxes in India.

ii) To know how GST works just after its implementation.
iii) To know the justification of GST in India.
Methodology of the study:
The study is based on secondary sources of data. In order to enrich the study, report of the Empowered
Committee of State Finance Minister is taken into consideration. In addition to that, different books,
journals, articles etc. have been studied. The related websites have been searched as and when required.
Editing, classification and tabulation has been done as per requirement of the study.
Concept of GST
GST is a tax on goods and services which is levied at the point of sales by the seller from the purchaser.
GST is applicable on goods as well as on provision of services. It is a tax on only value addition at each
stage. In GST, the seller of goods and services providers can claim the input credit of taxes which he has
already paid at the time of purchasing of goods and services. Thus, the tax burden finally comes to the
shoulder of the consumer or last users of goods and services. The following example makes clear the
concept of GST. Let us suppose that GST rate is 10%. The manufacturer making value addition of Rs. 60
on his purchase worth Rs. 100 of input of goods and services used in manufacturing process. The
manufacturer will then pay net GST of Rs. 6 after setting-off Rs. 10 as GST paid on his input (i.e. input tax
credit) from gross GST of Rs 16. The manufacturer sells the goods to the wholesaler. When the wholesaler
sells the goods after making value addition of (say) Rs. 20, he pays net GST of only Rs.2 after setting of
Input Tax credit of Rs. 16 from the gross GST of Rs. 18 to the manufacturer. Similarly, when a retailer sells
the same goods after a value addition of (say) Rs. 20, he pays net GST of only Rs.2 after setting-off Rs. 18
from his gross GST of Rs. 20 paid to wholesaler. Thus, the manufacturer, wholesaler and retailer have to
pay only Rs. 10 (i.e. Rs. 6 + Rs. 2 + Rs. 2) as GST on the value addition along with entire value chain from
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producer to retailer after setting-off GST paid at the earlier stages. The overall burden of GST on goods is
thus much less. The same illustration will also be applicable in case of final service provider as well.
Table-1
Stages of
supply chain

Purchase
value of
Input
(Rs.)

Value
addition
(Rs.)

Value at which
supply of goods
and services made
to next stage (Rs.)

Rate
of
GST

GST on
output
(Rs.)

Input
Tax
credit
(Rs.)

Net GST =
GST on output
– Input Tax
credit (Rs.)

Manufacturer

100

60

160

10%

16

10

16-10=6

Wholesaler

160

20

180

10%

18

16

18-16=2

Retailer

180

20

200

10%

20

18

20-18=2
Total =10

From the above table, it is clear that the whole system is developed in such a way that cascading effect can
be avoided and final tax burden is on final user of goods and services. The seller or service provider collect
taxes from their customers and deposit it to the exchequer after adjusting their input tax credit. This system
is very similar to prior system but main difference is that VAT is applicable on only goods but GST is on
goods as also on service. The objective is to replace multiple indirect taxes in India such as Central Excise,
Additional Excise, VAT and Service Tax.
How GST Works?
In order to understand, how GST is work, one should know the following:
1. GST on Supply – GST is levied on “supply” of goods or services or both in India. It is applicable w.e.f.
July 1, 2017 on whole of India (state of Jammu and Kashmir is covered w.e.f. July 8, 2017). Area up to 200
nautical miles inside sea in “India” for the purpose of levy of GST.
2. Dual GST – GST introduced in India is a dual GST. The central govt. and state govt. will levy GST,
simultaneously, on a common base. This tax imposed by central is known as CGST and by state it is known
as SGST.
3. Intra-State supply and Inter-State Supply – When goods / services are supplied within a state, it is called
intra-state supply. In this case, CGST will be payable to the central govt. and SGST (or UTGST) is payable
to the state govt. or to union territory. When goods / services are supplied from one state or union territory
to another state or union territory, it is known as inter-state supply. In this case, IGST (Integrated Goods
and Service Tax) is payable to the central govt. IGST is also applicable if supply is beyond 12 nautical
miles but up to 200 nautical miles.
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OR SERVICES
RENDERED

Intra-State

Inter-State

(i.e. occurring within the state)

(i.e. occurring between two states)

Central GST

State GST

(CGST)

(SGST)

Integrated GST
(IGST)

Fig 1. Present Indirect Tax Structure (i.e. GST) Model
4. GST Rates for supply of Goods : For inter-state supply, IGST rates are nil, 0.25%, 3%, 5%, 12%, 18%,
and 28% for intra-state supply, CGST will be 50%, if IGST and SGST (or UGST) will be 50% of IGST.
Besides, compensation cess is applicable in the case of supply of tobacco products, pan masala, motor cars,
coal, etc.
5. GST Rates for supply of Services – For inter-state supply, IGST is applicable. For intra-state supply,
CGST and SGST (or UGST) are applicable. CGST and SGST (or UGST) rates are 50% of IGST rates.
General rate of IGST on services is 18%, in few cases it is 5% , 12% and 28%.
6. Import of Goods : Import of goods is subject to basic custom duty, education cess and secondary and
higher education cess.
7. GST is not applicable on petroleum products. Petroleum products (petrol, diesel, etc.), natural gas and
aviation turbine fuel etc., are out of GST. These are presently continue under excise duty.
8. Destination Based Tax : GST is a destination based tax but not origin based tax. Origin based tax is one
which is levied where goods / services are produced. Conversely, a destitution based tax is one which is
levied where goods / or services are consumed. So in GST, SGST will accrue to be state where goods /
services are ultimately consumed.
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9. Registration : Registration is PAN based. It is required for each state separately where the taxable person
has manufacturing / trading / service units. For each registration, a separate GST Registration No. (GSTIN)
of 15 digits is allotted. If a dealer is not registered, he normally cannot charge GST and cannot claim credit
for GST he pays and further cannot issue a tax invoice.
10. Central and State taxes are subsumed under GST .
Central Taxes merged with GST: GST has included the following taxes which were used to impose and
collected by the central govt.:
i)

Central Excise Duty

ii) Service Tax
iii) Additional Customs Duty or CVD (Countervailing Duty)
iv) Special Additional Duty of Customs (SAD)
v) Central Sales Tax
vi) Central surcharges and Cess (relating to supply of goods and services).

State Taxes Merged with GST: GST has subsumed the following taxes which were collected by the state
govt.:
i)

VAT / Sales Tax

ii) Octroi and Entry Tax
iii) Purchase Tax
iv) Luxury Tax
v) Taxes on lottery, betting & gambling
vi) State cesses and surcharges
vii) Entertainment Tax (other than tax levied by local bodies)
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How GST will work in intra-state and inter-state supply of Goods / Services?
Case- 1 (Intra-State Supply)
Let Mr. A of Kolkata supplies
goods to Mr. B of Burdwan.
Taxable value of supply Rs.
1,00,000
GST rate assumed 12%
This is Intra - State Supply.
If A does not have any input
tax credit. GST will be as
followsRs.
Taxable value of supply
1,00,000
Add. GST CGST @ 6%
6,000
SGST (W.B) @6%
6,000
Total amount charged by A
1,12,000
A will remit CGST of Rs. 6,000
and SGST of Rs. 6,000 to the
account of Central Govt., and
Govt. Of W.B. by using single
challan. A does not have any
input tax credit.

Case-2 (Inter-State Supply)

Case – 3 (Intra-State Supply)

Suppose B of Burdwan supplies
the same goods to C of Patna
after making value addition
@20%

Suppose C of Patna supplies
the same goods after making
value addition @10% to Mr.
D of Gaya

This is Inter - State supply
This is Intra-state
GST rate is assumed the same,
transaction
12%
GST rate is same, 12%
GST will be as follows (as in
GST will be as follows:
the invoice of B)Rs.
Rs.
Transfer value of supply
Taxable value of supply1,32,000
1,20,000 (Rs. 1,20,000 + value addition
(100,000 + 20% value addition) 10%)
Add: GST Add. GSTIGST@ 12%
CGST @ 6%
14,400
7,920
Total amount charged by B
SGST (Bihar) @ 6 %
1,34,400
7,920
In this case, B will remit
Total amount charged by C
IGST to the Central Govt. as
1,47,840
fallows –
Rs.
In this case C will remit
Tax on output
14,400
CGST to the Central Govt.
Less: Tax creditRs.
and SGST to Bihar Govt. as
CGST on input –
6,000
follows
SGST on input 6,000
CGST SGST
12,000
Rs.
Rs.
Payable by B in cash 2,400
Tax on output 7,920 7,920
(through internet banking)
Less: Tax credit 7,920 6,480
West Bengal, the exporting state
IGST on input
will transfer SGST credit of Rs.
Payable by C NIL 1,440
6,000 utilized in the payment of
In cash (through internet
IGST to the Central Govt. This
banking).
is internal transfer. Tax payers,
The Central govt. will transfer
B and C, are not supposed to
IGST credit of Rs. 6,480
take any action on this account.
utilized in SGST payment to
Bihar govt. This is an Internal
transfer. C and D are not
supposed to take any action
on this account.
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Statement showing the revenue generated by the Central Govt., West Bengal Govt. & Bihar Govt.

Revenue government by
Central Govt.
(Rs)

West Bengal
Govt.

Bihar Govt.
(Rs)

(Rs)

For supply of Goods/ services by X to Y

30,000

30,000

--

For supply of Goods/ services by Y to Z

24,000

--

--

Transfer by W.B. Govt. to Central Govt.

30,000

(-) 30,000

--

For supply of Goods/ services by Z to A

NIL

--

25,200

Transfer by Central Govt. to Bihar Govt

(-)29,400

--

29,400

Total

54,600

0

54,600

Justification of GST in India
More than 140 countries of the world have implemented the GST system. Most of the countries have unified
GST system. Brazil and Canada follow a dual GST system where GST is levied by both union and state
governments. India is a federal country where both central and states have been assigned the powers to levy
and collect taxes through appropriate legislation. A dual concept of GST model is followed in India – one
levied by Central Government i.e. CGST & other being levied by the State Government i.e. SGST.
However, the followings are the justification in favour of GST in India:
 GST will eliminate multiplicity of taxes and will stop the cascading effect of tax (tax on tax) because
of the availability of ITC (Input Tax Credit).
 There are fewer rates for taxing under GST.
 Distinction between Goods and Services will no longer be required under GST regime.
 There will be harmonization of Central and State Tax Administrations, which would reduce duplication
and compliance costs.
 It will help to reduce tax evasion and increase tax mobilization.
Conclusion
Successful implementation of GST in India is a challenging task for the Government. Already, the Narendra
Modi lead NDA Government had made a constitution amendment bill in the parliament to pave the way
for GST. Actually, it is a refinement over VAT with a wide coverage of set-off of input tax and service tax
that will curtail down the cost of manufacturing thereby, would reduce the tax burden of the customers.
GST possess almost all the qualities of an effective tax system. It will play a significant role towards the
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growth and development of our country. GST is likely to foster India’s economic growth through better tax
monitoring and control, reduce tax evasion practices, reduced compliance burden, attracting more foreign
investments, and creating more employment opportunities. Very short period it is implemented in India,
hence it will take some time to get its actual impact on the Indian economy. The success depends on several
factors. Issues like fixation of GST rates for various items, issues like sharing the revenue between the
centre and the states, issues like inter State movement of goods and services, development of proper
information and technology system and other administration infrastructure are required for successful
implementation of GST. However, it is expected that if GST is properly implemented in India, it would
reduce inefficiency of VAT, compel better compliance, minimize transactional cost and increase the
amount of revenue of both the Central and the States.
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