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Introduction to GST 

 

Genesis of GST in India 
It is now been more than a decade since the idea of national Goods and Services Tax 

(GST) was mooted by Kelkar Task Force in 2004. The Task Force strongly 

recommended fully integrated `GST' on national basis. 

Subsequently, the then Union Finance Minister, Shri. P. Chidambaram, while 

presenting the Central Budget (2007-2008), announced that GST would be 

introduced from April 1, 2010. Since then, GST missed several deadlines and 

continued to be shrouded by the clouds of uncertainty.  

The talks of ushering in GST, however, gained momentum in the year 2014 when the 

NDA Government tabled the Constitution (122nd Amendment) Bill, 2014 on GST in 

the Parliament on 19th December, 2014. The Lok Sabha passed the Bill on 6th May, 

2015 and Rajya Sabha on 3rd August, 2016. Subsequent to ratification of the Bill by 

more than 50% of the States, Constitution (122nd Amendment) Bill, 2014 received 

the assent of the President on 8th September, 2016 and became Constitution (101st 

Amendment) Act, 2016, which paved the way for introduction of GST in India. 

  

 Government is endeavouring to roll out GST by 1st July, 2017, by achieving 

consensus on all the issues relating thereto. It is geared to attain July 1 deadline for 

implementation of GST across India.  

 

 GST is a path breaking indirect tax reform which will create a common national 

market by dismantling interstate trade barriers. GST has subsumed multiple indirect 

taxes like excise duty, service tax, VAT, CST, luxury tax, entertainment tax, entry 

tax, etc.  

 

 France was the first country to implement GST in the year 1954. Within 62 years of 

its advent, about 160 countries across the world have adopted GST because this tax 

has the capacity to raise revenue in the most transparent and neutral manner.  

 

Concept of GST 
Valued Added Tax: GST is a value added tax levied on manufacture, sale and 

consumption of goods and services.  

 

Continuous Chain of Tax Credits: GST offers comprehensive and continuous chain 

of tax credits from the producer's point/service provider's point upto the retailer's 

level/ consumer's level thereby taxing only the value added at each stage of supply 

chain.  

Sr. No. Direct Taxes Indirect Taxes 

1 Imposed on Persons Imposed on Goods & Services 

2 Directly borne by the taxpayer i.e. no 

shifting of tax burden. 

Tax burden is shifted to the 

subsequent user. 

3 Tax collection is difficult Tax collection is relatively easier. 

4 The amount of tax is determined 

directly on the basis of taxable 
income/wealth of the assessee. 

The amount of tax is determined 

indirectly on the basis of value of 
goods/services.  
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Burden Borne by Final Consumer: The supplier at each stage is permitted to avail 

credit of GST paid on the purchase of goods and/or services and can set off this 

credit against the GST payable on the supply of goods and services to be made by 

him. Thus, only the final consumer bears the GST charged by the last supplier in the 

supply chain, with set-off benefits at all the previous stages.  

 

No Cascading of Taxes: Since, only the value added at each stage is taxed under 

GST, there is no tax on tax or cascading of taxes under GST system. GST does not 

differentiate between goods and services and thus, the two are taxed at a single rate. 

 

Taxes to be subsumed in GST 

 
CENTRAL LEVIES TO BE SUBSUMED   

1. Central Excise Duty and Additional Excise Duties  

2. Service Tax  

3. Excise Duty under Medicinal and Toilet Preparation Act  

4. CVD and Special CVD  

5. Central Sales Tax  

6. Surcharges and Cesses in so far as they relate to supply of goods and services. 

  

STATE LEVIES TO BE SUBSUMED  

1. State surcharges and cesses in so far as they relate to supply of goods and 

services.  

2. Entertainment Tax (except those levied by local bodies)  

3. Tax on lottery, betting and gambling  

4. Entry Tax (All Forms) and Purchase Tax  

5. VAT/Sales Tax  

6. Luxury Tax  

7. Taxes on advertisements. 

  

Dual GST Model to be introduced in India 
 India will adopt a dual GST which will be imposed concurrently by the Central and 

States, i.e. Centre and States will simultaneously tax goods and services. Centre will 

have the power to tax intro-state sales and states will be empowered to tax services. 

GST will extend to whole of India.  

 

 GST is a destination based tax applicable on all transactions involving supply of 

goods and services for a consideration subject to exceptions thereof. GST in India 

will comprise of Central Goods Service Tax (CGST) - levied and collected by Central 

Government, State Goods and Service Tax (SGST) - levied at collected by State 

Governments/Union Territories with State Legislatures and Union Territory Goods 

and Services Tax (UTGST) - levied and collected by Union Territories without State 

Legislatures, on intra-state supplies of taxable goods and/or services. Inter-State 

supplies of taxable goods and/ or services will be subject to integrated Goods and 

Service Tax (IGST). IGST will approximately be a sum total a CGST and SGST/ 

UTGST and will be levied by Centre on all inter-state supplies. 

 

 There is single legislation -CGST Act, 2017 - for levying CGST. Similarly, Union 

Territories without Legislatures [Andaman and Nicobar Islands, Lakshadweep, 
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Dadra and Nagar Haveli, Daman and Diu and Chandigarh] will be governed by 

UTGST Act, 2017 for levying UTGST. States and Union Territories with their own 

legislatures [Delhi & Puducherry] have to enact their own GST legislation for levying 

SGST. Though there would be multiple SGST legislations, the basic features of law, 

such as chargeability, definition of taxable event and taxable person, classification 

and valuation of goods & services, procedure for collection and levy of tax & the like 

would uniform in all the SGST legislations, as far as feasible. This would be necessary 

to preserve the essence of dual GST.  

 

 In GST regime, tax (i.e. CGST and SGST/UTGST for intra-state supplies and IGST 

for inter-state supplies) shall be paid by every taxable person & in this regard 

provisions have been prescribed in the law. However, for providing relief to small 

businesses, a simpler method of paying taxes and accounting thereof is also 

prescribed, known as Composition Scheme. Along with providing relief to small-scale 

business, the law also contains, provisions for granting exemption from payment of 

tax on specified goods and/or services.  

 

 Input Tax Credit (ITC) of CGST and SGST/UTGST will be available throughout the 

supply chain, but cross utilisation of credit of CGST and SGST/UTGST will not be 

possible, i.e. CGST credit cannot be utilised for payment of SGST/UTGST and 

SGST/UTGST credit cannot be utilised for payment of CGST. However, cross 

utilisation will be allowed between CGST/SGST/ UTGST, i.e. credit of IGST can be 

utilised for the payment of CGST/SGST/UTGST and vice versa. 

 

 Since GST is a destination based consumption tax, revenue of SGST will ordinarily 

accrue to the consuming states. The inter-state supplier in the exporting state will 

be allowed to set off the available credit of IGST, CGST and SGST/UTGST (in that 

order) against the IGST payable on inter-state supply made by him. The buyer in the 

importing state will be allowed to avail the credit of IGST paid on inter-state purchase 

made by him. Thus, unlike the existing scenario where the credit chain breaks in 

case of inter-state sales on account of non-VATable CST, under GST regime there is 

a seamless credit flow in case of inter-State supplies too. The revenue of inter-state 

sale will not accrue to the exporting state and the exporting state will be required to 

transfer to the centre the credit of SGST/ UTGST used in payment of IGST. The 

centre will transfer to the importing state the credit of IGST used in payment of 

SGST/UTGST. Thus, the inter-state trade of goods and services (IGST) would need a 

robust settlement mechanism amongst the States and the Centre. A Central Agency 

is needed which can act as a clearing house and verify the claims and inform the 

respective Governments to transfer the funds. This is possible only with the help of 

a strong IT infrastructure.  

 

 Resultantly, Goods and Services Network (GSTN) - a Special Purpose Vehicle - has 

been set to provide a shared IT infrastructure and services to Central and State 

Governments, taxpayers and other stakeholders for implementation of GST. The 

functions of the GSTN, inter alia, include:  

- facilitating registration;  

- forwarding the returns to Central and State authorities;  

- computation and settlement of IGST;  

- matching of tax payment details with banking network;  
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- providing various MIS reports to the Central and the State Governments based 

on the tax-payer return information;  

- providing analysis of taxpayers' profile; and  

- running the matching engine for matching, reversal and reclaim of input tax 

credit. 

 

Illustration: 1 (Intra-state Supply) 

In case of local supply of goods/services, the suppliers would charge dual GST i.e., 

CGST & SGST at specified rates on the + 

.0supply. 

I. Supply of goods/services by A to B 

Particulars Amount 

Value charged for supply of goods/services 10,00,000 

Add: CGST @ 9% 90,000 

Add: SGST @ 9% 90,000 

Total Price charged by A from B for local supply of goods/services 11,80,000 

 

The CGST & SGST charged on B for supply of goods/services will be remitted by A 

to the appropriate account of the central & State Government respectively. 

A is the first stage supplier of goods/services & hence, does not have credit of 

CGST, SGST or IGST. 

 

II. Supply of goods/services by B to C – Value addition @ 20% 

B will avail credit of CGST & SGST paid by him on the purchase of goods/services & 

will utilise such credit for being set off against the CGST & SGST payable on the 

supply of goods/services made by him to C. 

 

Particulars Amount 

Value charged for supply of goods/services (` 10,00,000 x 120%) 12,00,000 

Add: CGST @ 9% 1,08,000 

Add: SGST @ 9% 1,08,000 

Total Price charged by B from C for local supply of goods/services 14,16,000 

 

Computation of CGST, SGST Payable by B to Government 

Particulars Amount 

CGST Payable 1,08,000 

Less: Credit of CGST 90,000 

CGST payable to Central Government 18,000 

SGST Payable 1,08,000 

Less: Credit of SGST 90,000 

SGST payable to State Government 18,000 

 

Note: Rates of CGST & SGST have been assumed to be 9% each 

 

Statement of Revenue Earned by Central & State Government 

Transaction Revenue to the Central 

Government (`) 
Revenue to the State 

Government (`) 
Supply of goods/services by A to B 90,000 90,000 

Supply of goods/services by B to C 18,000 18,000 

Total 1,08,000 1,08,000 
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Illustration 2: (Inter-state Supply) 

In case of inter-state supply goods/services, the supplier would charge IGST at 

specified rates on the supply. 

 

I. Supply of goods/services by X of State 1 to A of State 1 

Particulars Amount 

Value charged for supply of goods/services 10,00,000 

Add: CGST @ 9% 90,000 

Add: SGST @ 9% 90,000 

Total Price charged by X from A for Intra-state supply of 

goods/services 

11,80,000 

 

X is the first stage supplier of goods/services & hence, does not have any credit of 

CGST, SGST & IGST. 

 

II. Supply of goods/services by A of state 1 to B of State 2–Value addition @ 20% 

Particulars Amount 

Value charged for supply of goods/services (` 10,00,000 x 120%) 12,00,000 

Add: IGST @ 18% 2,16,000 

Total Price charged by A from B for inter-state supply of 

goods/services 

14,16,000 

 

Computation of IGST Payable to Government 

Particulars Amount 

IGST Payable 2,16,000 

Less: Credit of CGST 90,000 

Less: Credit of SGST 90,000 

IGST payable  36,000 

 

The IGST charged on B of State 2 for supply of goods/services will be remitted by A 

of State 1 to the appropriate account of the Central Government. State 1 (Exporting 

State) will transfer SGST credit of ` 90,000 utilised in the payment of IGST to the 

Central Government 

 

III. Supply of goods/services by B of State 2 to C of State 2–Value Addition @ 20% 

 

B will avail credit of IGST paid by him on the purchase of goods/services & will utilise 

such credit for being set off against the CGST & SGST payable on the local supply of 

goods/services made by him to C. 

 

Particulars Amount 

Value charged for supply of goods/services (12,00,000 x 120%) 14,40,000 

Add: CGST @ 9% 1,29,600 

Add: SGST @ 9% 1,29,600 

Total Price charged by B from C local supply of goods/services 16,99,200 
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 Computation of CGST, SGST Payable by B to Government 

Particulars Amount 

CGST Payable 1,29,600 

Less: Credit of IGST 1,29,600 

CGST payable to Central Government Nil 

SGST Payable 1,29,600 

Less: Credit to IGST (` 2,16,000 – ` 1,29,600) 86,400 

SGST payable to State Government 43,200 

 

Central Government will transfer IGST credit of ` 86,400 utilised in the payment of 

SGST to State 2 (Importing State). 

Note: Rates of CGST, SGST & IGST have been assumed to be 9%, 9% & 18% 

respectively. 

 

Statement of Revenue Earned by Central & State Government 

Transaction Revenue to the 

Central 
Government (`) 

Revenue to the 

State 1 
Government (`) 

Revenue to the 

State 2 
Government (`) 

Supply of 
goods/services by X 

to A 

90,000 90,000  

Supply of 

goods/services by A 
to B 

36,000   

Transfer by State 1 

to Centre 

90,000 (90,000)  

Supply of 
goods/services by B 

to C 

  43,200 

Transfer by Centre 

to State 2 

(86,400)  86,400 

Total 1,29,600 Nil 1,29,600 

 

Benefits of GST  
GST is a win-win situation for the entire country. It brings benefits to all the 

stakeholders of industry, Government and the consumer. It will lower the cost of 

goods and services, give a boost to the economy and make the products and services 

globally competitive. The significant benefits of GST are discussed hereunder: 

 

 Creation of unified national market: GST aims to make India a common market 

with common tax rates and procedures and remove the economic barriers thus 

paving the way for an integrated economy at the national level. 

  

 Mitigation of ill-effects of cascading: By subsuming most of the Central and State 

taxed into a single tax and by allowing a set-off of prior-stage taxes for the 

transactions across the entire value chain, it would mitigate the ill-effects of 

cascading, improve competitiveness and improve liquidity of the businesses.  
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 Elimination of multiple taxes and double taxation: GST will subsume majority of 

existing indirect tax levies both at Central and State level into one tax i.e., GST which 

will be leviable uniformly on goods and services. This will make doing business easier 

and will also tackle the highly disputed issues relating to double taxation of a 

transaction as both goods and services.  

 

 Boost to 'Make in India' initiative: GST will 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.  

 

 Buoyancy to the Government Revenue: GST is expected to bring buoyancy to the 

Government Revenue by widening the tax base and improving the tax-payer 

compliance. 

 

Constitutional Amendment [Constitution (101st Amendment) 

Act, 2016] 

 
 The Constitutional provisions hitherto had delineated separate powers for the Centre 

and the States to impose various taxes. Whereas the Centre levied excise duty on all 

goods produced or manufactured in India, the States levied Value Added Tax once 

the goods entered the stream of trade upon completion of manufacture. Services were 

exclusively taxed by the Centre together with applicable cesses, if any. Besides, there 

were state specific vices levies like entry tax, luxury tax, entertainment tax, lottery 

and betting tax, local taxes levied by Panchayats, etc. 

 

 With respect of goods imported from outside the country into India, Centre levied 

basic customs duty and additional duties of customs together with applicable cesses, 

if any.  

 

 Consequently, a Constitutional amendment was needed to enable integration of the 

central excise duty including additional duties of customs, State VAT, CST and 

certain state specific taxes and service tax levied by the centre into a comprehensive 

goods and service tax.  

• Constitution (101st Amendment) Act, 2016 was enacted on 8th September, 2016.  

 

SIGNIFICANT AMENDMENTS  
1. Concurrent powers on Parliament and State Legislatures to make laws governing 

goods and services. 

  

2. Levy of IGST on inter-state transactions of goods and services to be levied and 

collected by the Central Government and apportioned between the Union and the 

States in the manner provided by Parliament by Law as per the recommendation of 

the GST Council.  

 

3. Principles for determining the place of supply and when a supply takes place in the 

course of inter-state trade or commerce shall be formulated by the Parliament, by 

law.  
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4. GST will be levied on all supply of goods and services except alcoholic liquor for 

human consumption. 

5. On the following products, GST shall not be levied till a date to be notified on the 

recommendations of the GST Council :  

a) Petroleum Crude  

b) High Speed Diesel  

c) Motor Spirit (commonly known as Petrol)  

d) Natural Gas  

e) Aviation Turbine Fuel 

  

6. The Union Government shall retain the power to levy duties of excise on the aforesaid 

products besides tobacco and tobacco products manufactured or produced in India. 

  

7. Article 279A of the Constitution empowers the President to constitute a joint forum 

of the Centre and States namely, Goods and Services Tax Council (GST Council).  

 

a) The provisions relating to GST Council came into force on 12th September, 2016. 

President constituted the GST Council on 15th September, 2016. 

 

b) The Union Finance Minister is the Chairman of this Council and Ministers in 

charge of Finance/Taxation, or any other Minister nominated by each of the 

States and UTs with Legislatures are its members. Besides, the Union Minister 

of State in charge of Revenue or Finance is also its member.  

 

c) The function of the Council is to make recommendations to the Union and the 

States on important issues like tax rates, exemptions, threshold limits, dispute 

resolution, etc. The GST Council has decided the threshold exemption, 

composition threshold, GST rates, GST legislations including rules and 

notifications. 

 

Sec. 2 of the CGST Act, 2017 (Definitions) 
Aggregate turnover: means the aggregate value of all taxable supplies (excluding 

the value if inward supplies on which tax is payable by a person on reverse charge 

basis), exempt supplies, exports of goods or services or both & inter-state supplies 

of persons having the same Permanent Account Number, to be computed on all India 

basis but excludes central tax, State tax, Union territory tax, integrated tax & cess; 

Assessment: means determination of tax liability under this Act & includes self-

assessment, re-assessment, provisional assessment, summary assessment & best 

judgement assessment; 

 

Audit: means the examination of records, returns, & other documents maintained 

or furnished by the registered person under this Act or the rules made thereunder 

or under any other law for the time being in force to verify the correctness of turnover 

declared, taxes paid, refund claimed & input tax credit availed, & to assess his 

compliance with the provisions of this Act or the rules made thereunder 

 

Money: means the Indian legal tender or any foreign currency, cheque, promissory 

note, bill of exchange, letter of credit, draft, pay order, traveller cheque, money order, 

postal or electronic remittance or any other instrument recognised by the Reserve 
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Bank of India when used as a consideration to settle an obligation or exchange with 

Indian legal tender of another denomination but shall not include any currency that 

is held for its numismatic value; 

 

Person: includes –  

a) an individual;  

b) a Hindu Undivided Family;  

c) a company;  

d) a firm;  

e) a Limited Liability Partnership;  

f) an association of persons or a body of individuals,  

g) any corporation established by or under any Central Act., State Act or 

Provincial Act or a Government company as defined in clause (45) of section 2 

of the Companies Act, 2013:  

h) anybody corporate incorporated  

i) a co-operative society registered under any law relating to co-operative 

societies;  

j) a local authority;  

k) Central Government or a State Government; 

 

Input: means any goods other than capital goods used or intended to be used by a 

supplier in the course or furtherance of business; 

 

Input service: means any service used or intended to be used by a supplier in the 

course or furtherance of business; 

 

Family: means, -  

i) the spouse and children of the person, and  

ii) the parents, grandparents, brothers and sisters of the person if they are wholly 

or mainly dependent on the said person; 

 

Consideration: in relation to the supply of goods or services or both includes   

a) Any payment made or to be made, whether in money or otherwise, in respect 

of, in response to, or for the inducement of, the supply of goods or services or 

both, whether by the recipient or by any other person but shall not include 

any subsidy given by the Central Government or a State Government;  

 

b) the monetary value of any act or forbearance, in respect of, in response to, or 

for the inducement of, the supply of goods or services or both, whether by the 

recipient or by any other person but shall not include any subsidy given by 

the Central Government or a State Government:  

 

Provided that a deposit given in respect of the supply of goods or services or 

both shall not be considered as payment made for such supply unless the 

supplier applies such deposit as consideration for the said supply; 
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Business: includes -  

a) any trade, commerce, manufacture, profession, vocation, adventure, wager or 

any other similar activity, benefit;  

b) any activity or transaction in connection with or incidental or ancillary to sub-

clause (a);  

c) any activity or transaction in the nature of sub-clause (a), whether or not there 

is volume, frequency, continuity or regularity of such transaction; 

d) Supply or acquisition of goods including capital goods and services in connection 

with commencement or closure of business 

e)  provision by a club, association, society, or any such body (for a subscription or 

any other consideration) of the facilities or benefits to its members;  

f) Admission, for a consideration, of persons to any premises;  

g) Services supplied by a person as the holder of an office which has been accepted 

by him in the course or furthermost of his trade, profession or vocation;  

h) services provided by a race club by way of totalisator or a licence to book maker 

in such club; and  

i) any activity or transaction undertaken by the Central Government, a State 

Government or any local authority in which they are engaged as public 

authorities;  

 

Capital goods: means goods, the value of which is capitalised in the books of account 

of the person claiming the input tax credit and which are used or intended to be used 

in the course or furtherance of business. 

 

1. Constitutional Background (Pre-CST Regime]  

According to Article 265 of the Constitution of India, no tax of any nature can be 

levied or collected by Central or State Governments except by authority of law.  

 

The authority to enact law and levy taxes and duties has been given by the 

constitution vide Article 246. According to Article 246, law can be enacted by 

Parliament or the State Legislature, if such power is given by the Constitution of 

India.  

Such power is given by Article 246 in seventh schedule of the Constitution of India 

under the following three lists:  

List-I — Union list List-II — State list List-III — Concurrent list 

Under List-I, the Parliament 

has exclusive power to 

make laws including the 
law for levy of taxes in 

respect of the matter (entry) 
enumerated in that list. 

Under List-II, the 

legislature of any State has 

exclusive power to make 
law for such state or any 

part thereof in respect of 
the matter (entry) 

enumerated in that list.  

Under List-III, the 

Parliament or the 

Legislature of a State has 
power to make laws in 

respect of the matter (entry) 
enumerated in that list. 

 

Further, the Parliament has power to make laws with respect to any matter for any 

part of the territory of India not included in the State (i.e. for union territory) 

notwithstanding that such matter is a matter enumerated in State list. In other words 

for union territories, parliament shall have the exclusive power to make laws even if 

that matter in included in the State list.  
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2. Types of taxes  

Taxes can be broadly classified into the following two types:  

1. Direct taxes and  

2. Indirect Taxes.  

Every tax which is levied by any Government has the following two effects:  

1. Immediate effect: When a tax is imposed, the immediate effect of the tax is on the 

person on whom the tax has been imposed and he shall be liable to pay such tax. 

The immediate effect is also known as impact of tax. 

  

2. Ultimate effect: The next issue involved in the imposition of tax is whether the 

burden of such tax, which is imposed on a person, can be shifted to another person 

i.e. can this tax be recovered from the other person. In other words who will be 

ultimately effected by the imposition of such tax. Ultimate effect of tax is also known 

as incidence of tax.  

 

If the impact and incidence o off tax is on the same person i.e. the burden of the tax 

cannot be shifted or recovered from her Person, it is known as direct tax. For 

example, income tax levied by the Central Government and taxes (i.e. stamp duty) 

on land and buildings levied by the State Government.  

 

If the impact of tax is on one person and the incidence of the tax is on another person 

i.e. the burden of tax can be shifted or the tax so paid by a person can be recovered 

from another person, it is known as indirect tax. For example, Central Excise Duty 

levied by the Central Government and VAT levied by the State Government. 

Thus, indirect tax is one that can be shifted by the taxpayer to some other person. 

Its incidence is borne by the consumer who ultimately consumes the product or the 

service. 

Further, direct taxes are imposed on persons, whereas indirect taxes are levied on 

goods & services e.g. Excise duty, Custom duty, Service tax, VAT, etc. (and now GST). 

  

Meaning of "Goods and Services Tax" [Article 366(12A)]  

"Goods and services tax" means any tax on supply of goods, or services or both except 

taxes on the supply of the alcoholic liquor for human consumption.  

The alcoholic liquor for human consumption has been kept out of GST. Thus existing 

provisions of State excise and VAT shall apply in the case of alcoholic liquor for 

human consumption.  

1. Meaning of services: Services here means anything other than goods. 

2. Meaning of goods: The term goods has already been defined under Article 366(12) 

in an inclusive manner to provide that "goods includes all materials, 

commodities, and articles". 

 

 

 

 

 

 

 

 

 


