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OVERVIEW   

 

 
 

The migration to the goods & services tax (GST) regime would replace the multiple indirect taxes currently being levied by the centre and 
states with a dual GST. While currently the Central Government levies service tax and shares a portion of its collections with the states, the 
State Governments would have the concurrent power to levy tax on services on a common base after the introduction of the GST. On an 
aggregate basis, the GST on services accruing to the states would be twice as high as the share of service tax devolved to the State 
Governments on every Rs. 100 of taxable services in the current regime, as per ICRA’s estimates. The tax revenues related to services of 
nearly all the states are likely to be favourably impacted after the transition to GST, with Maharashtra, Tamil Nadu, Karnataka, West 
Bengal and Gujarat likely to gain significantly, relative to the devolved share of service tax in the prevailing regime. Overall, we expect the 
transition to GST to be positive for some states, particularly on account of services. In the event that some states experience a revenue 
growth under GST below 14% in the first five years, it would be neutralised, provided that the amount collected by way of the GST 
Compensation Cess exceeds the total revenue losses of the states related to the transition to the GST. 
 
Significant progress has been made in the current fiscal towards GST implementation, which intends to simplify and rationalise India's 
indirect tax regime. The GST Constitutional Amendment Bill (One Hundred and Twenty-Second Amendment), 2014 was passed by both the 
Houses of the Parliament in August 2016 and was subsequently ratified by a majority of the states. Pursuant to the President of India’s assent 
to the GST Bill on September 8, 2016, the GST Bill became the GST Constitutional (One Hundred and First Amendment) Act 2016.  
 
The GST would subsume a host of indirect taxes and levies at the Central and State levels,

1
 with value-added Central GST (CGST) and State 

GST (SGST) to be concurrently levied on both goods and services at the point of supply, after the migration to the GST regime. The dual GST 
will be based on the principle of destination-based consumption taxation.

2
 The power to the states to levy a tax on services is one of the 

major changes in the fiscal powers of the State Governments under the GST. 
 
Service tax has been the fastest growing component of the major tax revenues of the Central Government since FY2008, albeit on a low base, 
partly benefitting from the expansion of the list of taxable services. Nevertheless, service tax remains one of the smallest constituents, 
comprising 13.5% of the Government of India’s (GoI’s) gross tax revenues in FY2015 (refer Chart 1). In the prevailing regime, service tax is 
levied by the Central Government, a proportion of which is 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.  
 
During the five-year award period (FY2016 - FY2020) of the Fourteenth Finance Commission (FFC), 42% of the net proceeds of shareable 
central taxes (including service tax) is being devolved to the states. The Finance Commission also recommends the formula for the horizontal 

                                                           
1
 The GST would subsume Central indirect taxes and levies such as Central Excise Duty, Additional Excise Duties, Service Tax, Countervailing Duty, Special 

Additional Duty of Customs, surcharges and cesses. Moreover, it would subsume State levies such as the Value Added Tax, Sales Tax, Entertainment Tax (other 
than the tax levied by the local bodies), Central Sales Tax, Octroi and Entry tax, Purchase Tax, Luxury tax and Taxes on lottery, betting and gambling. Taxes 
and/or cesses levied on the sale or purchase of crude petroleum, high speed diesel, motor spirit, aviation turbine fuel, natural gas and alcoholic liquor for 
human consumption are not to be subsumed into GST, 
2
 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 
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distribution of the aggregate share of the states in the divisible pool among the 
individual 29 states, which is known as the inter se share (refer Table 1). The 
criteria and weights recommended by the FFC for ascertaining the inter se share 
for all shareable taxes (including service tax) are as follows: area: 15.0%, with a 
floor limit at 2% for States with an area smaller than 2% in the total area of the 
country; population in 1971: 17.5%; demographic change: 10.0%; forest cover: 
7.5%; and income distance: 50.0%.

3
 

 
The current applicable effective service tax rate is 15.0%, of which 1.0% is in the 
form of cesses that are not shareable with the states. Since service tax is levied by 
the GoI in all the states of India except Jammu & Kashmir, 42% of the net proceeds 
of the shareable service tax collected by the GoI is devolved to the remaining 28 
states. The distribution among the 28 states is done in a proportion based on the 
inter se share for service tax (other shareable taxes are distributed amongst 29 
states based on the applicable inter se for all other taxes).  
 
Assuming that taxable services worth Rs. 100.0 are generated in a particular year, 
the GoI would collect service tax worth Rs. 15.0 at the current service tax rate of 
15%. Out of this, Rs. 1.0 would be in the form of cess, which would be retained by 
the GoI and roughly Rs. 14.0 would be shareable with the states; the GoI would 
retain with itself 58% of the latter, equivalent to ~Rs. 8.1, and devolve 42%, 
equivalent to Rs. 5.9 to the 28 states based on the services inter se formula. As per 
the current formula, Uttar Pradesh gets the highest share of service tax 
devolution, followed by Bihar, Madhya Pradesh, West Bengal and Maharashtra.  
 
Under the proposed GST, assuming that services are taxed at a rate of 18%, which 
would be split equally between CGST and SGST, the GoI would collect a CGST of Rs. 
9.0 on taxable services worth Rs. 100.0. It would retain ~58% of the shareable pool 
of ~Rs. 9.0, or roughly Rs. 5.2 as its share of services CGST (lower than the Rs. 9.1 
of service tax on taxable services worth Rs. 100.0 that it retains under the current 
regime). The balance ~42% of the CGST, equivalent to Rs. 3.8, would be distributed 
to the 28 states based on the FFC-recommended services inter se distribution, 
irrespective of the state in which those services were supplied.  
 
In addition, SGST @9% would be levied on the same taxable services worth Rs. 
100.0, raising tax revenues of Rs. 9.0 for all the states as a whole. Thereby, the 

                                                           
3 Refer ICRA’s publication Recommendations of Fourteenth Finance Commission support 
greater decentralization of decision making  (September 2015) available on ICRA’s website 
www.icra.in 

Chart 1: Major sources of the GoI’s tax revenues in FY2008 and FY2017 
Budget Estimates (BE), and the CAGR during that period 

 
Source: GoI Budget documents; ICRA research 
 
Table 1: Inter Se shares for service tax and other shareable taxes for FFC’s 
award period           

State Service 
Tax 

All Other 
Taxes 

State Service 
Tax 

All Other 
Taxes 

Andhra Pradesh 4.398 4.305 Manipur 0.623 0.617 

Arunachal Pradesh 1.431 1.370 Meghalaya 0.650 0.642 

Assam 3.371 3.311 Mizoram 0.464 0.460 

Bihar 9.787 9.665 Nagaland 0.503 0.498 

Chhattisgarh 3.166 3.080 Orissa 4.744 4.642 

Goa 0.379 0.378 Punjab 1.589 1.577 

Gujarat 3.172 3.084 Rajasthan 5.647 5.495 

Haryana  1.091 1.084 Sikkim 0.369 0.367 

Himachal Pradesh 0.722 0.713 Tamil Nadu 4.104 4.023 

Jammu & Kashmir 0.000 1.854 Telangana 2.499 2.437 

Jharkhand 3.198 3.139 Tripura 0.648 0.642 

Karnataka 4.822 4.713 Uttar Pradesh 18.205 17.959 

Kerala 2.526 2.500 Uttarakhand 1.068 1.052 

Madhya Pradesh 7.727 7.548 West Bengal 7.423 7.324 

Maharashtra 5.674 5.521    

Source: FFC Report; ICRA research 
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total revenue accruing to all 28 states on taxable services of Rs. 100 would more- 
than-double to Rs. 12.8 (Rs. 3.8 plus Rs. 9.0) post-GST, from Rs. 5.9 in the current 
regime (refer Table 2 and Chart 2).  
 
The SGST on services would be levied by each state on the supply (sale, transfer 
and lease made for a consideration to further a business) of services within the 
state’s boundary. The inter-state ratio of supply of services could be quite different 
from the inter se share recommended by the FFC. The state-wise proportion of 
taxable services in the all-India services Gross Value Added (GVA) may provide a 
proxy for the distribution of services SGST among the state governments. We 
acknowledge that this is an imperfect proxy, as Gross State Value Added (GSVA) 
covers value added on production in a particular state (including export of 
services), whereas SGST would be levied on supply of services within the states’ 
boundaries. Moreover, all services included in the GVA may not be taxable under 
either the service tax or the GST, for instance services provided by the government 
or local authority and non-air conditioned restaurants would be included in GVA 
but may not attract tax. 
 
Data on total tertiary GSVA for FY2015 has been published by the Central Statistics 
Office (CSO; at current prices; base year FY2012) for all states except West Bengal.

4
 

The tertiary GSVA includes various services, namely trade, repair, hotels and 
restaurants; transport, storage, communication and services related to 
broadcasting; financial services; real estate, ownership of dwelling and 
professional services; public administration and other services. The CSO is yet to 
publish the GSVA data for West Bengal for the FY2012 series. In the absence of this 
data, we have approximated the tertiary/services GSVA for West Bengal based on 
data contained in the Medium Term Fiscal Policy Statement & Fiscal Policy 
Strategy Statement for 2016-17 published by the Government of West Bengal.  
 
For the 28 states excluding Jammu & Kashmir, we have taken the ratio of 
tertiary/services GSVA in each state to the aggregate services GSVA for those 28 
states, to be the proxy for the state-wise supply of services, in order to assess how 
much of the services SGST of Rs. 9.0 on taxable services worth Rs. 100.0 would 
accrue to each state. Each state’s SGST on services estimated in this manner has 
been added to the inter se share of ~42% of the CGST, to arrive at the projected 
division among states of the total revenue of Rs. 12.8 accruing to all 28 states on 
taxable services of Rs. 100. 

                                                           
4
 We are ignoring Jammu & Kashmir in this analysis as service tax is not levied by the GoI in 

that state. 

Table 2: Comparison of sharing between centre and states of service tax in 
the current regime and services GST in the proposed GST regime            

Existing  System Proposed GST 

Service Tax Rate  15.0% GST on Services (assumed) 18.0% 

Cess (A) 1.0% CGST (E) 9.0% 

Shareable (B) ~14.0% 
Centre's share  of CGST  
(F=58% of E) 5.2% 

    Centre's share  
   (C= 58% of B) 8.1% 

States' share of CGST  
(G=42% of E) 3.8%* 

   States' share  
   (D= 42% of B) 5.9%* SGST (H) 9.0% 
*
 To be distributed to all 28 states based on the services inter se distribution

 

Source: GoI Budget Documents; FFC Report; Model GST Law, GST Council 
Secretariat, November, 2016; ICRA research 
 
 
 
 
 
 
Chart 2: Comparison of sharing between centre and states of service tax in 
the current regime and services GST in the proposed GST regime 

 
Source: GoI Budget Documents; FFC Report; Model GST Law, GST Council 
Secretariat, November, 2016; ICRA research 
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Such an analysis reveals that the exercise of the concurrent power to levy tax on services by the State Governments under the proposed GST is likely to favourably 
impact the tax revenues of nearly all the states. Moreover, amongst the 28 states, Maharashtra, Tamil Nadu, Karnataka, West Bengal and Gujarat are likely to gain 
significantly (refer Chart 3), relative to the devolved share of service tax in the prevailing regime.  
 
The higher taxes accruing on services may offset some of the feared revenue loss on manufactured goods, with central sales tax (currently levied by producing states 
@2% on inter-state movement of goods) to be abolished under the GST regime. Broadly, manufacturing-intensive states are also likely to have a substantial volume 
of consumption of taxable services, providing a buffer to any loss of tax revenue on manufactured goods under the GST regime.  
 
Additionally, the centre would compensate any losses of the states related to the implementation of GST, out of the revenues accruing by way of the GST 
Compensation Cess to be levied on certain items. According to the draft Goods and Services Tax (Compensation to the States for Loss of Revenue) Bill, 2016, 
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. Such compensation of losses by the GoI would protect against any medium-term downside to the State 
Governments’ revenues. Overall, we expect the transition to GST to be positive for some states, particularly on account of services. In the event that some states 
experience a revenue growth under GST below 14% in the first five years, it would be neutralised, provided that the amount collected by way of the GST 
Compensation Cess exceeds the total revenue losses of the states related to the transition to the GST. 
 
Chart 3: Comparison of each state’s estimated share in taxes levied on services in the current regime and the proposed GST regime 

 
Source: GoI Budget Documents; FFC Report; Model GST Law, GST Council Secretariat, November, 2016; ICRA research 
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