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OVERVIEW 
  

 
HIGHLIGHTS 
 The Goods and Services Tax (GST) Council finalised the rates for most goods and services at its two-day conclave held on May 18-19, 

2017, paving the way for the implementation of the GST from July 1, 2017. The Council has decided which goods and services would fall 
in the various slabs of GST rates, namely 0%, 5%, 12%, 18% and 28%.  

 The effective tax rate after adjusting for input tax credit and removal of cascading, is intended to be brought down on most items. 
Moreover, a large portion of the goods in the CPI basket are being kept in the exempt category. However, the pending decisions 
regarding area-based exemptions (and exports promotion schemes) could impact output prices for some corporate (and exporters).    

 The standard rate for services has been kept at 18%, and some services are to be taxed at 28%, which was not expected, higher than 
the extant levy of 15% (inclusive of various cesses). However, the availability of input tax credit may soften the impact of the GST on 
services inflation. Moreover, education and healthcare, which form over 10% of the CPI basket, are to be exempt from the levy of GST. 

 While the structure of rates appears to cushion inflation risks and the state governments’ revenue growth would anyway be protected 
through the compensation mechanism, it raises concerns regarding the revenue buoyancy for the central government post-GST. 

 Although tax rates for goods will now be common across states, the multiplicity of slabs for goods and services suggests that the 
overall tax structure would remain complex.  

 ICRA expects industry to pare inventory levels during the transition to the GST, mildly dampening production in Q1 FY2018. Moreover, 
Q2 FY2018 and Q3 FY2018 are likely to witness some adjustment, as the assessees get used to the new compliance procedures and 
higher working capital requirements. The positive impact of the GST on economic activity is likely to be visible from Q4 FY2018 onward. 

 While inflation risks related to the GST and the monsoon outlook appear to have eased relative to the earlier assessment, the Monetary 
Policy Committee (MPC) of the Reserve Bank of India (RBI) may nevertheless choose to wait for greater clarity on such factors, prior to 
reducing the policy rate or reversing the stance back to accommodative from neutral. However, the tone of the upcoming policy review 
is likely to be less hawkish than the April 2017 policy document and minutes of the MPC meeting.   

 

OVERVIEW 
What is the GST: The GST is a destination-based tax on consumption of goods and services. It would subsume a host of indirect taxes and 
levies at the central (such as Central Excise Duty, Additional Excise Duties, Service Tax, Countervailing Duty and Special Additional Duty of 
Customs) and state levels (such as the Value Added Tax, Sales Tax, Entertainment Tax, Central Sales Tax, Octroi and Entry tax, Purchase Tax, 
Luxury tax and Taxes on lottery, betting and gambling), with value-added Central GST (CGST; to be applied on supplies within the state and will 
be levied and collected by the Centre) and State GST (SGST; to be applied on supplies within the state, and levied and collected by the state) to 
be concurrently levied on both goods and services at the point of supply. In addition, an Integrated GST (IGST) would be levied by the central 
government on inter-state transactions of goods and services, as well as imports into India. SGST revenue would not flow to the Consolidated 
Fund of India, but go directly to the states. Moreover, CGST and the central share of IGST would be distributed between the Centre and the  
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states. The GST will be levied on all goods and services, except alcoholic liquor for human consumption; GST shall be levied on petroleum and petroleum products at a later 
date, based upon the recommendations of the GST Council. 
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Legislative progress on GST: The Constitution (One Hundred and Twenty-second Amendment) Bill, 2014 (CAB) needed to be passed by both the Houses of Parliament, each 
with a two-thirds majority, to amend the Indian Constitution to enable the Parliament and the State Legislatures to enact laws for levying dual GST concurrently on the same 
taxable event, namely the supply of both goods and services. The Lok Sabha (Lower House of Parliament) and Rajya Sabha (Upper House of Parliament) had cleared the 
same in May 2015 and July 2016, respectively. After the CAB was passed by Parliament, it was ratified by more than 50% of the State Legislatures, each with a two-thirds 
majority, and then signed by the President of India, in September 2016, in order for the Constitution to be amended.  

Subsequently, four laws were enacted by Parliament in April 2017, namely the CGST bill, the IGST bill, the Union Territory CGST bill (UTGST) and the GST compensation to 
States bill. At the same time, the GST Council had approved the model SGST Bill in March 2017, paving the way for each State Legislature to enact the SGST law. So far, 12 
states have passed the SGST bill in their respective legislative assemblies. Other state governments would need to pass the SGST bill expeditiously.  

 

Progress on rate setting: The GST Council finalised the rates for most goods and services at its two-day conclave held on May 18-19, 2017, paving the way for the 
implementation of the GST from July 1, 2017. The Council has decided which goods and services would fall in the various slabs of GST rates, namely 0%, 5%, 12%, 18% and 
28%. Items on which the rates are yet to be decided include gold, bidi, biscuits, textiles, footwear and natural or cultured pearls and semi-precious stones.  

The schedule released by the Central Board of Excise and Customs (CBEC) indicates that out of 1,211 items, 7% will attract no GST. Moreover, 14% of items will fall under 
the 5% GST bracket, 17% in the 12% slab, 43% in the 18% slab and 19% in the 28% slab. Additionally, cess would be imposed at varying rates in excess of the GST rate of 28% 
on some sin/junk/luxury items, such as pan masala, aerated beverages, tobacco and tobacco products, cigarettes and motor vehicles, as well as coal/lignite/peat. The 
revenue accruing by way of the GST Compensation Cess would be used to compensate any losses of the states related to the implementation of GST. The fitment for most 
goods has been done in a manner so that the effective tax rate after adjusting for input tax credit and removal of cascading, would decline after the implementation of the 
GST. However, the pending decisions regarding area-based exemptions (and exports promotion schemes) would influence whether the effective tax rate declines for some 
corporate (and exporters).  

Contrary to the expectation that services would attract one, or at most, two rates, the GST Council has fit services into five tax slabs: 0%, 5%, 12%, 18% and 28%. A 
substantial 83 services including healthcare, education, select government services, budget hotels charging less than Rs. 1,000 a day are to be exempt from the levy of GST. 
Moreover, 13 services including travel by road and by air in the economy class or to any airport covered under the government’s regional connectivity scheme will attract a 
low GST of 5%, with either nil input tax credit or input tax credit being limited to input services. Additionally, seven services including rail freight, business class air travel and 
construction services are to be levied a GST of 12%. The standard rate for services has been kept at 18%, with seven specific services including work contracts, hotels 
charging Rs. 2,500-5,000 tariff per day and outdoor catering of food and drinks, as well as all other services not specified elsewhere in the schedule of GST rates for services 
approved by GST Council (which would include telecom and financial services), falling in this bracket. Moreover, five services such as services of five star hotels, race clubs 
and cinema as well as betting and gambling, regarded as ‘sin services’ are to be taxed at 28% GST, significantly higher than the extant levy of 15% (inclusive of various 
cesses). However, the availability of input tax credit on almost all services being levied a GST of 12% or above, may soften the impact of the GST on services inflation.  

                                                           
1
 Refer ICRA’s publication Rajya Sabha approval of Constitutional Amendment Bill a major milestone; a long drawn out process for GST regime to start (August 2016) available on ICRA’s website 

www.icra.in 

http://www.icra.in/
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Key Challenges: The key features of the GST, such as compulsory electronic filing of returns, elimination of tax cascading (i.e. tax on tax), fewer tax brackets and common tax 
rates across states, are expected to reduce the compliance burden under the GST, particularly for goods manufacturers. However, several short term implementation 
challenges remain, which may increase compliance costs and raise working capital requirement for companies. Some of these are discussed below. 

 Increased number of returns to be filed: Three returns would have to be filed monthly, by the 10
th

 of each month, although a single return would cover CGST, 
UTGST/SGST, IGST and cess. Another annual return would need to be filed, bringing the total number of filings to 37. Moreover, state-wise accounts would need to be 
maintained and various returns must match. Overall, the compliance burden would increase to an extent, which may be particularly burdensome for the SME sector. 

 Taxes to be paid immediately upon supply as well as on advances: In contrast to the current regime, taxes would need to be remitted immediately upon supplying a 
good or service, which would increase working capital requirements. Moreover, under the GST, the receipt of an advance against the supply of goods or services at a 
later date, would require payment of tax on the date of receipt of the advance. Currently, the concept of paying tax on advance receipt exists only in the case of service 
tax. The extension of such a provision to goods under the GST, could adversely impact the cash flows of businesses engaged in the supply of goods. Although the tax is 
to be paid by the supplier on the receipt of an advance, the buyer will not be able to claim it as an input tax credit immediately. This is because the input tax credit will 
be available only upon the receipt of the tax invoice and once the said goods or services are received.  

 Input tax credit:  Under the existing regime, the value of input credit received by a company is not linked to the acceptance of the tax liability by the supplier. However, 
under the GST regime, input tax credit will be linked to the compliance by the supplier, who would have to file a return within 180 days declaring the forward linkages 
along with the tax payment. If the supplier refrains from filing a timely and valid return, the input tax credit claimed by the company would be reversed, and the 
company would have to pay the same along with interest, negatively impacting the company’s cash flows. Such a mechanism is a positive from the perspective of 
encouraging tax compliance going forward. However, it may increase vendor management costs and working capital requirements for companies. Encouragingly, the 
GST regime has certain in-built self-policing mechanisms, such as the compliance rating of companies.  

 Inter-state services: Under the current regime, service tax registration is centralised and is valid across the country. Moreover, service tax is levied by the Government 
of India (GoI) subsequently devolved to all the state governments (regardless of point of supply of the service) based on the recommendations of the most recent 
Finance Commission. Additionally, the input service tax credit availed on input services procured across the nation can be utilised to set off the service tax liability 
without any restriction. Under the GST, a service provider has to register in each state in which it supplies services. Moreover, SGST on services would need to be 
remitted to each state where the service is supplied, the computation of which may pose challenges to businesses operating in multiple states.  

Additionally, clarifications are awaited on mechanisms to replace the existing area-based exemptions and export incentives, which would not continue under the GST. It is 
possible that the area-based exemptions, which have encouraged manufacturers to set up units in certain states, may be replaced by post-tax cash refunds, to avoid an 
increase in tax liability. Moreover, it is expected that the Merchandise Exports from India Scheme (MEIS) may be reworked to make various export promotion schemes GST-
compliant, and avoid an increase in tax liability or higher working capital requirements of the exporters. Clarifications are also awaited on the draft rules for Electronic Way 
Bill (e-way bill). Movement of goods exceeding a value of Rs. 50,000 would require prior online registration of the consignment and the generation of an e-way bill.  

Areas of contention could arise on account of works contracts, where goods and services are to be taxed at different rates, job work arrangements and transition stock. At 
present, businesses can get credit of up to 40% of their CGST liability, against excise duty paid previously on stocks that are held by traders on the date of transition to the 
GST. Credit would be given once the CGST is paid on the supply, and proof of purchase of goods is provided. 

Although tax rates on goods will now be common across states, which would reduce the compliance burden for businesses, the multiplicity of slabs for goods and services 
suggests that the tax structure would remain complex. 
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Impact on inflation: The structure of rates revealed thus far appears to cushion inflation risks. A majority of food items, which constitute nearly 50% of the CPI basket, and 
services such as education and healthcare, which form over 10% of the CPI basket, have been kept in the exempted category. Moreover, the fitment on other goods has 
been done in a manner such that the effective tax rate after adjusting for input tax credit and removal of cascading, is similar to or lower than the current effective tax rate. 
In addition, the anti-profiteering

2
 clause may prevent companies from retaining the benefit of lower GST rates relative to the current effective tax rate. However, the 

pending decisions regarding area-based exemptions (and exports promotion schemes) would influence whether the effective tax rate and therefore final prices, rise for 
some corporates (and exporters). While several services would be taxed at 18% or 28%, higher than the extant levy of 15% (inclusive of various cesses), the availability of 
input tax credit may soften the impact of the GST on services inflation. Overall, ICRA expects the impact of the implementation of the GST on the CPI inflation to be 
modest. Furthermore, the revised WPI series excludes indirect taxes from the prices used for its compilation. Therefore, the WPI inflation would not be impacted by the 
transition to the GST. While inflation risks related to the GST and the monsoon outlook appear to have eased relative to the earlier assessment, the MPC may 
nevertheless choose to wait for greater clarity on such factors, prior to reducing the policy rate or reversing the stance back to accommodative from neutral. However, 
the tone of the upcoming policy review is likely to be less hawkish than the April 2017 policy document and minutes of the MPC meeting.   

 

Impact on Governments’ revenues: While the GST design is meant to be revenue-neutral, there could be some short-term hiccups, before tax buoyancy bounces back over 
the medium-to-long term. According to the Budget Estimates for FY2018 published by the Government of India (GoI), the growth of its indirect taxes is expected to 
moderate to 8.8% from 20.0% in FY2017 (according to the Revised Estimates). However, the Fiscal Policy Strategy Statement had clarified that the revenue forecast for 
FY2018 did not build in the transition to the GST. In our view, the tax structure agreed by the GST Council, which intends to keep the effective tax liability stagnant or reduce 
the same over the majority of items, raises concerns regarding the revenue buoyancy for the GoI. Apart from the fitment of rates and early implementation issues, other 
factors could also pose some risks to revenue buoyancy. For instance, the threshold limit for GST registration has been set at Rs. 20 lakh of annual turnover, higher than the 
current threshold limit of Rs. 10 lakh for service tax, which may shrink the the taxpayer base for services. However, given that the current exemption limit for excise duty is 
Rs. 1.5 crore, companies in the unorganised sector that are currently not paying central levies, would fall within the GoI’s tax net going forward. Additionally, we expect the 
tax payer base to widen over a period of time, as compliance improves on the back of the provision that input tax credit would only be available to the buyer if it has been 
declared and paid by the input manufacturer. 

The revenue accruing by way of the GST Compensation Cess would be used to compensate any losses of the states related to the implementation of GST, which would 
protect against any medium-term downside to the state governments’ revenues. Compensation would be calculated using FY2016 revenues as the base year, with a 
projected nominal growth rate of 14% for the revenue streams subsumed into GST for each state, during the transition period of five years. In the event that some states 
experience a revenue growth under GST below 14% in the first five years, it would be neutralised by the cess.

3
  

Impact on GDP growth: ICRA expects the industry to refrain from holding too much inventory during the switch-over to the GST implementation on July 1, 2017, which 
would have a mildly negative impact on production in Q1 FY2018. Moreover, Q2 FY2018 and Q3 FY2018 are likely to be a period of adjustment to the GST, with temporary 
disruptions during this time, as the assessees get used to the new compliance procedures, higher working capital requirements and changes related to area-based 
exemptions and export promotion schemes. ICRA expects the positive impact of the GST on economic activity to be visible from Q4 FY2018 onwards. As a result, the impact 
of the GST on economic growth is likely to be neutral in FY2018. Moreover, the introduction of the GST is likely reduce the competitiveness of the unorganised sector. 
ICRA therefore anticipates a relatively healthier expansion of the organised sectors in FY2018, at the cost of the unorganised sectors. 

                                                           
2
 According to the CGST Act, any reduction in rate of tax or the benefit of input tax credit shall be passed on to the consumer. The anti profiteering clause empowers the government to 

constitute an authority to examine whether these benefits have actually resulted in a commensurate reduction in the price of the goods or services. 
3
 Refer ICRA’s publication GST on services accruing to states to be twice as high as share of service tax devolved to state governments on every Rs. 100 of taxable services in current regime 

(January 2017) available on ICRA’s website www.icra.in 

http://www.icra.in/
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