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Abstract: This research article focuses on the process of introducing the Goods and Services Tax (GST), to identify the 
perspectives of different stakeholders and the controversial issues. The GST was expected to include a range of taxes and 
simplify the indirect tax procedure. GST is the only indirect tax that directly affects all sectors and sections of our economy. 
Ignorance of law is no excuse but is liable to panel provisions, hence why not start learning GST and avoid the cost of 
ignorance. The process consists major stakeholders were the Government of India (GoI), individual States, industry and the 
committees commissioned by the GoI. The deadline for the introduction of GST kept getting postponed due to the slow 
resolution of the challenging issues. Finally, it was tabled in the Parliament as the 122nd Constitutional Amendment Bill 
(CAB) in December 2014. 
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I.  INTRODUCTION  

Despite this success with VAT, there are still certain shortcomings in the structure of VAT both at the Central and 
at the State level. The shortcoming in CENVAT of the Government of India lies in non-inclusion of several Central 
taxes in the overall framework of CENVAT, such as additional customs duty, surcharges, etc., and thus keeping the 
benefits of comprehensive input tax and service tax set-off out of reach for manufacturers/dealers. Moreover, no step 
has yet been taken to capture the value-added chain in the distribution trade below the manufacturing level in the 
existing scheme of CENVAT. The introduction of GST at the Central level will not only include comprehensively 
more indirect Central taxes and integrate goods and service taxes for the purpose of set-off relief, but may also lead to 
revenue gain for the Centre through widening of the dealer base by capturing value addition in the distributive trade 
and increased compliance. 

 
The GST at the Central and at the State level will thus give more relief to industry, trade, agriculture and consumers 

through a more comprehensive and wider coverage of input tax set-off and service tax set-off, subsuming of several 
taxes in the GST and phasing out of CST. 

 
With the GST being properly formulated by appropriate calibration of rates and adequate compensation where 

necessary, there may also be revenue/ resource gain for both the Centre and the States, primarily through widening of 
tax base and possibility of a significant improvement in tax compliance. 

 
In other words, the GST may usher in the possibility of a collective gain for industry, trade, agriculture and common 

consumers as well as for the Central Government and the State Governments. The GST may, indeed, lead to the 
possibility of collectively positive-sum game. 

  

II.  HOW GST WORKS? 

GST is a tax on goods and services with comprehensive and continuous chain of set-off benefits from the producer's 
point and service provider's point upto the retailer's level. It is essentially a tax only on value addition at each stage, 
and a supplier at each stage is permitted to set-off, through a tax credit mechanism, the GST paid on the purchase of 
goods and services as available for set-off on the GST to be paid on the supply of goods 32 and services. The final 
consumer will thus bear only the GST charged by the last dealer in the supply chain, with set-off benefits at all the 
previous stages.  

 
The illustration shown below indicates, in terms of a hypothetical example with a manufacturer, one wholeseller 

and one retailer, how GST will work. Let us suppose that GST rate is 10%, with the manufacturer making value 
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addition of Rs.30 on his purchases worth Rs.100 of input of goods and services used in the manufacturing process. 
The manufacturer will then pay net GST of Rs. 3 after setting-off Rs. 10 as GST paid on his inputs (i.e. Input Tax 
Credit) from gross GST of Rs. 13. The manufacturer sells the goods to the wholeseller. When the wholeseller sells the 
same goods after making value addition of (say), Rs. 20, he pays net GST of only Rs. 2, after setting-off of Input Tax 
Credit of Rs. 13 from the gross GST of Rs. 15 to the manufacturer. Similarly, when a retailer sells the same goods 
after a value addition of (say) Rs. 10, he pays net GST of only Re.1, after setting-off Rs.15 from his gross GST of Rs. 
16 paid to wholeseller. Thus, the manufacturer, wholeseller and retailer have to pay only Rs. 6 (= Rs. 3+Rs. 2+Re. 1) 
as GST on the value addition along the entire value chain from the producer to the retailer, after setting-off GST paid 
at the earlier stages. The overall burden of GST 33 on the goods is thus much less. This is shown in the table below. 
The same illustration will hold in the case of final service provider as well. 

 

Stage of  
Supply Chain 

Purchase Value  
Of Input 

Value  
Addition 

Value at Which Supply 
Goods and Services 
Made to Next Stage 

Rate of 
GST 

GST on  
Output 

Input Tax  
Credit 

Net GST=GST 
on output-Input 

Tax Credit 

Manufacturer 100 30 130 10% 13 10 13–10 = 3 

Whole Seller 130 20 150 10% 15 13 15–13 = 2 

Retailer 150 10 160 10% 16 15 16–15 = 1 
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III.  FEATURES OF GST 

� Consistent with the federal structure of the country, the GST will have two components: one levied by the 
Centre (hereinafter referred to as Central GST), and the other levied by the States (hereinafter referred to as 
State GST). This dual GST model would be implemented through multiple statutes (one for CGST and 
SGST statute for every State). However, the basic features of law such as chargeability, definition of 
taxable event and taxable person, measure of levy including valuation provisions, basis of classification etc. 
would be uniform across these statutes as far as practicable. 

� The Central GST and the State GST would be applicable to all transactions of goods and services except the 
exempted goods and services, goods which are outside the purview of GST and the transactions which are 
below the prescribed threshold limits. 

� The Central GST and State GST are to be paid to the accounts of the Centre and the States separately. 
� Since the Central GST and State GST are to be treated separately, in general, taxes paid against the Central 

GST shall be allowed to be taken as input tax credit (ITC) for the Central GST and could be utilized only 
against the payment of Central GST. The same principle will be applicable for the State GST. 

� Cross utilisation of ITC between the Central GST and the State GST would, in general, not be allowed. 
� To the extent feasible, uniform procedure for collection of both Central GST and State GST would be 

prescribed in the respective legislation for Central GST and State GST. 
� The administration of the Central GST would be with the Centre and for State GST with the States. 
� The taxpayer would need to submit periodical returns to both the Central GST authority and to the 

concerned State GST authorities. 
� Each taxpayer would be allotted a PANlinked taxpayer identification number with a total of 13/15 digits. 

This would bring the GST PAN-linked system in line with the prevailing PAN-based system for Income tax 
facilitating data exchange and taxpayer compliance. The exact design would be worked out in consultation 
with the Income-Tax Department. 

� Keeping in mind the need of tax payers convenience, functions such as assessment, enforcement, scrutiny 
and audit would be undertaken by the authority which is collecting the tax, with information sharing 
between the Centre and the States. 
 

IV.  GST &  SMALL ENTREPRENEURS AND SMALL TRADERS  

The present threshold prescribed in different State VAT Acts below which VAT is not applicable varies from State 
to State. The existing threshold of goods under State VAT is Rs. 5 lakhs for a majority of bigger States and a lower 
threshold for North Eastern States and Special Category States. A uniform State GST threshold across States is 
desirable and, therefore, the Empowered Committee has recommended that a threshold of gross annual turnover of Rs. 
10 lakh both for goods and services for all the States and Union Territories may be adopted with adequate 
compensation for the States (particularly, the States in North-Eastern Region and Special Category States) where 
lower threshold had prevailed in the VAT regime. Keeping in view the interest of small traders and small scale 
industries and to avoid dual control, the States considered that the threshold for Central GST for goods may be kept at 
Rs.1.5 crore and the threshold for services should also be appropriately high. This raising of threshold will protect the 
interest of small traders. A Composition scheme for small traders and businesses has also been envisaged under GST. 
Both these features of GST will adequately protect the interests of small traders and small scale industries. 

 

V. CONCLUSION  

GST is the most logical steps towards the comprehensive indirect tax reform in our country since independence. 
GST is leviable on all supply of goods and provision of services as well combination thereof. All sectors of economy 
whether the industry, business including Govt. departments and service sector shall have to bear impact of GST. All 
sections of economy viz., big, medium, small scale units, intermediaries, importers, exporters, traders, professionals 
and consumers shall be directly affected by GST... One of the biggest taxation reforms in India -- the Goods and 
Service Tax (GST) -- is all set to integrate State economies and boost overall growth. 
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