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Abstract: - The aim of this paper is to understand the structure of 

GST and highlight the objectives of the GST and impact on 

present tax scenario in India. This paper also focuses on the 

calculation of GST in India. The attempt has also been made to 

identify the impact of GST on various industries. The GST is the 

biggest and most crucial tax reform in India since independence. 

The Government of India has decided to subsume all the indirect 

taxes of central and states and implement GST by April 2017. It 

was supposed to be implemented from April, 2010 but due to 

some disagreement amongst the stakeholders it could not be 

possible. With GST, it is expected that it will improve and 

strengthen the tax system which will minimize the tax evasion 

and distortion. The paper further explores the various benefits 

and challenges of GST. Finally, the paper examines and draws 

out a conclusion. 
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I. INTRODUCTION 

he implementation of most awaited GST is expected to 

revolutionize the whole scenario of current indirect tax 

system in India. This is the most comprehensive tax reform in 

India since Independence. The existing complicated indirect 

tax system in India provides various opportunities of tax 

evasion and distortion and its effect is cascading. GST will 

replace the old tax system and will unify all the indirect taxes 

under an umbrella and will strengthen the Indian tax system. 

Specialists say that GST will initiate an increase in the 

government revenue and soar up the Indian economy by 

improving the tax collection as it will break all the tax barriers 

between states and integrate country via single tax rate. GST, 

more or less has the same concept all around the world. Some 

countries use VAT as a substitute of GST but conceptually it 

is applied on the point of sale of goods and services. France 

was the first country to introduce GST. At present there are 

around 160 countries in the world which have implemented 

VAT/GST. Numbers of countries based on region are as 

follows:- 

S. 

No. 
Region Number of Countries 

1 ASEAN 7 

2 Asia 19 

3 Europe 53 

4 Oceania 7 

5 Africa 44 

6 South America 11 

7 
Caribbean, Central & North 

America 
19 

 Total 160 

 

Most of the countries around the world follow the same 

unified system of GST but Canada and Brazil are the 

countries where dual system of GST is followed. In India it is 

also proposed to follow dual system of GST is proposed 

including CGST and SGST. 

The Constitution (122
nd

 Amendment) Bill, 2014 was 

introduced in Lok Sabha on December 19, 2014. The Bill was 

passed by Lok Sabha on May 6, 2015 and selected Committee 

of Rajya Sabha submitted its Report on the Bill on July 22, 

2015 with suggested amendments. The amended Bill was 

passed with by Rajya Sabha on August 3, 2016. All 443 

members voted in favor of GST. 

As per the New Article 366(12A) of the Indian Constitution, 

defines Goods and Services Tax (GST) to mean any tax on 

supply of goods or services or both except taxes on the 

supply of the alcoholic liquor for human consumption. 

The GST will work as a single tax to replace the various 

indirect taxes currently existing in India and would remove 

the complexities of the existing tax system. But, as with any 

major reform in India, the road towards its implementation is 

a long one. 

Major Objectives of GST 

 GST will remove the pouring effects of production 

and distribution cost of goods and services. This 

would help to increase GDP and strengthen the 

economic condition of the country.  

 GST would eliminate the problem of multiple 

taxation and will combine all the indirect taxes which 

would be beneficial for manufacturer, distributor and 

end consumer.  

 GST would be able to cover all the shortcomings of 

existing VAT system and hopefully serve the 

economy health.  

II. LITERATURE REVIEW 

According to Agogo Mawuli (May 2014) GST is not good for 

low-income countries and does not provide broad based 

growth to poor countries. If still these countries want to 

implement GST then the rate of GST should be less than 10% 

for growth. 

Dr. R. Vasanthagopal (2011) studied,“GST in India: A Big 

Leap in the Indirect Taxation System” and concluded that 

switching to seamless GST from current complicated indirect 

tax system in India will be a positive step in booming Indian 
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economy. Success of GST will lead to its acceptance by more 

than 130 countries in world and a new preferred form of 

indirect tax system in Asia also. 

Ehtisham Ahmed and Satya Poddar (2009) studied, “Goods 

and Service Tax Reforms and Intergovernmental 

Consideration in India” and found that GST introduction will 

provide simpler and transparent tax system with increase in 

output and productivity of economy in India. But the benefits 

of GST are critically dependent on rational design of GST. 

Nitin Kumar (2014) studied, “Goods and Service Tax- A Way 

Forward” and concluded that implementation of GST in India 

help in removing economic distortion by current indirect tax 

system and expected to encourage unbiased tax structure 

which is indifferent to geographical locations.  

Pinki, Supriya Kamma and Richa Verma (July 2014) studied, 

“Goods and Service Tax- Panacea For Indirect Tax System in 

India” and concluded that the new NDA government in India 

is positive towards implementation of GST and it is beneficial 

for central government, state government and as well as for 

consumers in long run if its implementation is backed by 

strong IT infrastructure.   

III. OBJECTIVES OF THE STUDY 

 To study the concept of GST 

 To understand the structure and calculation of GST 

 To understand the impact of GST on various 

industries 

  To study the challenges of GST in India 

IV. RESEARCH METHODOLGY 

The descriptive research design is adopted for this study. 

Considering the objectives of the study the secondary data is 

collected from journals, articles, newspapers and magazines, 

ministry of finance (Economic  Survey) Govt. of India. 

V. PROPOSED GST STRUCTURE FOR INDIA 

Based on the recommendations, the Government constituted 

an Empowered Committee comprising of State Finance 

Ministers (Empowered Committee) to prepare a blue print for 

the implementation of GST. 

Salient features of the proposed GST model based on reports 

of Empowered Committee are summarized below: 

1. In India GST model is proposed to be a dual 

structure (like in Canada) to be levied and collected 

by the Union government [referred to as Central GST 

(CGST)] and respective State governments [referred 

to as State GST (SGST)]. This dual GST model 

would be implemented and governed by one 

CGST/IGST statute applicable across the country, 

SGST statutes for each State, common rules 

determining valuation, place of supply, place of 

origin etc. This would imply that the Centre and the 

States would have concurrent jurisdiction for the 

entire value chain and the basic principles of law 

such as chargeability, definition of taxable event and 

taxable person, measure of levy including valuation 

provisions, basis of classification, etc. shall be 

uniform across State statutes. It has been reported 

that draft laws are already ready and under internal 

discussions. Also, various allied rules are in the 

process of being drafted and finalized. 

2. CGST and SGST would be comprehensively 

applicable to all goods and services up to the final 

consumer (retail level), reflecting the tax base of a 

typical consumption VAT. Thus, CGST and SGST 

would be applicable to all transactions involving 

supply of goods and services made for a 

consideration (except alcoholic liquor for human 

consumption) and the exempted goods and services, 

goods which are outside the purview of GST and the 

transactions which are below the prescribed 

threshold limits. Based on recommendations of both 

the 13
th

 Finance Commission and Empowered 

Committee, GST on following products shall be 

levied from a date to be notified by the GST Council 

 Petroleum Crude 

 High Speed Diesel 

 Motor Spirit (commonly known as Petrol) 

 Natural Gas 

 Aviation Turbine Fuel 

3. GST to be structured on the destination principle so 

that the tax base shifts from production to 

consumption whereby imports will be liable to tax 

and exports will be relieved of the burden of GST. 

Consequently, revenues will accrue to the State in 

which the consumption takes place or is deemed to 

take place. 

4. Taxes paid on input goods/services against CGST 

shall be allowed to be utilized as input tax credit 

(ITC) against output tax liabilities under CGST and 

same principle applies to SGST. Cross utilization of 

input tax credit between the Central GST and the 

State GST would not be allowed except in case of 

inter-state supply of goods and services. Therefore, a 

taxpayer or exporter shall be required to maintain 

separate details in books of account for utilization or 

refund of credit. 

5. In order to maintain uninterrupted credit chain, CST 

would be phased out in case of inter-state 

transactions of taxable goods. On such transactions, 

Centre would levy Integrated GST (referred to as 

IGST which would be CGST plus SGST) with 

appropriate provision for consignment or stock 

transfer of goods and services. The inter-state seller 

will pay IGST on value addition after adjusting 



International Journal of Research and Innovation in Applied Science (IJRIAS) |Volume I, Issue VII, October 2016| ISSN 2454-6194 

www.ijrias.org Page 12 

 

available credit of IGST, CGST, and SGST on his 

purchases. The importing dealer will claim credit of 

IGST while discharging his output tax liability in his 

own State. The relevant information will also be 

submitted to the Central Agency which will act as a 

clearing house mechanism, verify the claims and 

inform the respective governments to transfer the 

funds. 

6. A uniform threshold across all States and Union 

territories is being considered 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. 

7. In view of the fact that the CGST and SGST are 

intended to be levied on consumption of all goods 

and services, these two taxes must subsume all taxes 

presently levied on various goods and services by the 

Centre and the States, respectively. With an objective 

of free flow of tax credit in intra and inter-State 

levels, following indirect taxes as presented in Table  

(existing under the current structure) are proposed to 

be subsumed: 

 

CENTRAL INDIRECT 

TAX 
STATE INDIRECT TAX 

Central Excise duty Value Added Tax/Sales Tax 

Additional Excise duties Central Sales Tax 

Excise Duty levied under the 

Medicinal and Toilet 

Preparations (Excise Duties) 

Act, 1955 

Octroi and Entry Tax 

Additional Duty and Special 

Additional Duty of Customs 
Purchase Tax 

Central cesses and surcharges 

in so far as they relate to 

supply of goods and services 

• Luxury Tax 

• Taxes on lottery, betting and 

gambling 

• State cesses and surcharges 

in so far as they relate to 

supply of goods and services 

 

VI. CALCULATION OF GST 

GST is a tax levied on goods and services with an extensive 

and continuous chain of set-off benefits from the 

manufacturer‟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 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 

Example: To understand it better let us assume a hypothetical 

example with a manufacturer, one wholesaler and one retailer. 

Let us suppose that GST rate is 10%, and the manufacturer is 

making a value 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 wholesaler. When the 

wholesaler 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 wholesaler. Thus, the manufacturer, 

wholesaler 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 

 
  



International Journal of Research and Innovation in Applied Science (IJRIAS) |Volume I, Issue VII, October 2016| ISSN 2454-6194 

www.ijrias.org Page 13 

 

VII. IMPACT OF GST ON VARIOUS INDUSTRIES 

It is evident that the implementation of GST will impact 

almost all the sectors of Indian economy. However, this 

impact will be varying across the sectors. Some sectors would 

experience more impact of GST compared to others. The 

transformation of the existing regime to GST will provide an 

opportunity to companies to restructure their supply chain 

approach and devise a new operating model. Following are 

key sectors that may be strongly affected by GST, with 

respect to the nature of their supply chain models: 

A. Pharmaceutical Sector 

Present State: Many pharmaceutical companies are present 

pan India due to the Clearing and Forwarding Agent model of 

their supply chain. This model is used to reduce the central 

sales tax (CST) cost applicable on interstate sale of goods, the 

input tax credit of which is not available at present. 

Problem: There is too much procedural hassle in the present 

structure due to non availability of statuary forms on time and 

restriction on free movement of goods across various states.. 

This has led to continuous disagreement between tax 

authorities across various states. 

Under GST: Since input tax credit is available in IGST on 

interstate sale of goods, there will be no need of carry and 

forwarding agents in each state. The problem of non-

availability of statuary form would also be eliminated as GST 

shall be applicable to branch transfers, this will eventually 

reduce juridical proceedings. However, extra working capital 

may be required due to blockage. 

Further, pharmaceutical companies need to revise their pricing 

policy with respect to key factors, such as distinctive excise 

duty structure for active pharmaceutical ingredients and active 

formulations, and the current practice of MRP basis to realize 

tax. 

B. Fast Moving Consumer Goods (FMCG) Sector 

Present state: The supply chain model of FMCG sector is 

similar to pharmaceutical companies. It is having depots 

across states to avoid cost of sales tax (CST). 

Problem: In FMCG sector diverse products are manufactured 

and procurement of ingredients is done from various states. 

Since procurement of ingredients is an interstate transaction, it 

leads to realization of CST, resulting into the increased cost of 

procurement. 

Under GST: Since input tax credit is available in IGST on 

interstate sale of goods, the cost of procurement will go down 

and that will provide an opportunity to companies to revise 

their pricing policy. The benefit of this will eventually be 

passed on to end consumers.  

Moreover, there are chances of realization of number of 

depots that will improve the supply chain efficiency of FMCG 

companies. 

C. Telecom Sector 

Present State: The supply chain network of telecom sector 

works in a way that the branch warehouses are normally 

spread in each telecom circle/state. The transportation of 

imported and local goods of an operator is completely 

managed by third party logistics companies. The Stock 

transfers between branch warehouses are almost negligible.  

This is a capital intensive industry and the major portion of 

cost is incurred in the acquisition of infrastructure facilities 

like towers and telecommunication equipment. The VAT 

applicable on such equipment is not available as input tax 

credit against the service tax payable on services provided by 

telecom operators in the existing tax system. 

Problem: Cascading and Dual taxation in certain states is 

disappointing for this extremely competitive industry. 

Under GST: Since full input tax credit is proposed in GST, 

there is a possibility of reduction in cost of procurements. The 

current service tax payable on output services is expected to 

increase. There are chances that a new concept of regional 

warehouse with one branch warehouse serving few circles can 

be evolved.  

Since telecom services have become the extremely important 

utility for the customers and life without telecom services is 

unimaginable, service providers need to revise their pricing 

policy, so as to pass on the gained benefit of GST to the end 

customer. There should be more clarity on differential tax 

rates for goods and services to avoid juridical proceedings. 

D. Automobile Sector 

Present State: The inputs used in the manufacturing of 

automobiles are majorly supplied by the ancillary units. Most 

of the inputs used are levied a lower VAT rate of 4 to 5 per 

cent, as compared to the VAT rate on the final products. The 

manufacturers of automobile prefer that the ancillary unit 

should be located in the same state so as to avoid the 

transportation cost of inputs and lowering the extra cost of 

CST on which no input tax credit is available. 

Problem: Automobile sector is exposed to a variety of other 

levies, such as National Calamity Contingent Duty, 

Automobile cess, etc. under the existing tax system, which 

increases the cost of manufacturing and as result the 

customers need to pay higher prices.  

Under GST: Since full input tax credit is available in GST on 

interstate sale of goods, automobile manufacturers can think 

about for alternative options of procurement of inputs from 

ancillary units. The additional tax burden will be subsumed 

under GST and the gained benefit will eventually be 

transferred to customers. 

E. Real State Sector 
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Present State:  The real state sector is facing multiple tax 

problems under the existing tax system. The multiple taxes 

charged are service tax, VAT, stamp duty, etc. 

Problem: Since input tax credit is not available under the 

existing tax system, it increases the cost for providers and 

which directly affects the end customer. 

Under GST: The GST will certainly remove the problem of 

multiple taxation and availability of input tax credit. In the 

real stats sector one crucial is that, this industry uses goods as 

well as services for providing the end product (typically 

known as works contract), it creates the problem of double 

taxation (VAT and service tax). The industry may demand for 

removal of this inconsistency by considering such contracts as 

service. There is no provision of subsuming stamp duty under 

GST, this will increase the cost for service providers. 

F. IT/ITES Sector 

Present State: This sector is also facing the problem of double 

taxation under the existing tax system as the product of this 

industry is considered partly as goods and partly as services. 

The taxes being charged on packaged software are service tax 

& VAT. 

Problem: Due to double taxation the customers need to pay 

higher cost for services as customer can claim the credit of 

only one of the taxes either service tax or VAT but not both. 

Under GST: Under GST, the problem of dual taxation may be 

removed but it is extremely important to classify software as 

goods or services would be important, which is yet to be 

clarified. The industry should demand a smooth and friendly 

refund mechanism for exports. 

G. Banking and Financial Services (BFS) Sector 

Present State: Banking and financial services were one of first 

services to be considered under the boundary of service tax. 

At present, service tax is levied only on the fee income and 

charges. The physical movement of cash and documentation 

supply chain business is taxed similar to other sectors.  

Problem: Due to non availability of VAT credits against 

service tax and also proportionate credit of service tax and 

excise duty upto 50 per cent the industry is facing the problem 

of high cost of transactions. 

Under GST: Since full input tax credit is available in GST, the 

cost of procurement for this sector will go down.  There is 

much clarification required with respect to conditioned credits 

where the activity of lending is kept out of GST. Cash and 

document supply chain will be more efficient by cognition of 

distribution network 

VIII. BENEFITS OF GST 

The latest tax reform in the form of GST will certainly bump 

up the GDP by 100-200 bps. Let us understand the key 

benefits of GST: 

1. Life will get simpler. As the implement of GST will 

subsume 17 indirect taxes levies in the existing tax 

system which will result in the reduction of 

compliance cost. 

2. GST will boost up the revenue as the incidence of tax 

evasion will drop. Input tax credit will encourage the 

people to pay taxes. The centre and state will have 

dual supervision. The number of tax exempted goods 

will decline. 

3. India will emerge as a unified tax jurisdiction with 

respect to indirect taxes under GST and this will 

make the country a common market. Currently it is 

fragmented along the states and it increases the cost 

by 20-30% 

4. The GST will help companies to reduce their 

logistics cost by 1.5-2.5%. With the uniform taxation 

structure under GST the movement of goods and 

services will be hassle free and cheaper across the 

country. This will help logistics companies to 

achieve economies of scale and subsequently 

lowering their cost. 

5. Investment will boost up. In the existing tax system, 

input tax credit is not available for many capital 

goods. Under GST full input tax credit is available 

and this will reduce the cost of capital goods by 12-

14%. It is expected that the investment in capital 

goods will rise by 6% under GST. 

6. The GST will address the various problems of 

existing tax system such as cascading of tax, inter-

state tax, high logistics cost, fragmented market etc. 

This will help to boost up the make in India. 

7. Due to state restrictions and complicated taxes in 

particular states, some sellers avoid to ship to these 

states. All this will end with GST and this will help 

to ecommerce.  

 

IX. GST: CHALLENGES AHEAD 

After 13 years of roller coaster journey, the Rajya sabha 

finally approved the amendments of GST bill that will enable 

the GST to become a reality. Its passage creates a history in 

India, as it is the single biggest tax reforms in India since 

independence. It must be understood that the actual challenge 

is not of drafting a model GST and approving it from upper 

house of the parliament but of its proper implementation to 

ground level. There is a plethora of challenges before the 

government for its successful implementation. Some of these 

are highlighted below: 

1. After the passage of GST bill from Rajya Sabha, 

another challenge is to get it passed by all the state 

governments in state assemblies. Till now, there are 

16 states which have approved GST bill. The 
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Government needs to take the point of view of all the 

stake holders. 

2. The success of GST majorly depends on two critical 

factors: one is Revenue Neutral Rate (RNR) and the 

other is threshold limit for GST. RNR is the rate at 

which the revenue loss to government will be zero. 

As per the recommendation of empowered 

committee. The RNR would be decided around 24% 

since 27% RNR which was recommended by 

National Institute of Public Finance and Policy will 

not be feasible. Setting up a very high RNR will 

negatively impact the economy. Recently the 

economic advisor panel has recommended an RNR 

between 15-15.5%. Further, the threshold limit is 

another apple of discord between government and 

empowered committee. 

3. Getting the correct design of GST is another big 

challenge. Some of the issues in the designing of 

GST are: right tax rate to boost up revenue, simple 

administration and easy compliance, avoid 

inflationary pressure and keep the country within the 

reasonable level of indirect tax. These issues should 

be handled carefully otherwise the real benefit of 

GST will be missing. 

4. Connecting all the stakeholders like state 

governments, industry, banks etc with a robust IT 

infrastructure is another big challenge in 

implementation of GST.  Failing to which will 

question the success of GST. In this regard, the 

government has already incorporated an SPV viz. – 

Goods and Services Tax Network (GSTN), which 

has to develop a GST portal. GSTN will ensure the 

technological support so that information could be 

shared amongst stakeholders in real time. 

5. The GST is quite different from existing tax system 

so for the successful implementation of GST proper 

training of tax administration staff at central and state 

level is another big challenge. They should not only 

learn the structure of GST but also inculcate the 

philosophy behind it. They must be trained to change 

their behavior towards tax payers so that the 

objective of implementation of GST could be 

achieved. 

6. The taxing incidence of „manufacture under central 

excise‟, „sale under VAT‟ and „provision of service 

under service tax‟ will be merged into one taxing 

event of „supply‟ under GST that means GST will be 

applicable on the event of supply of goods or 

services. In this regard the determination of „place of 

supply‟ will be a challenge in GST. 

X. CONCLUSION 

After deep insights of GST it can be concluded that GST will 

surely bring the economic well being for the country. It will 

strengthen the tax system of India and will impact various 

industries in a positive manner. GST will further remove the 

complexities of existing tax system and will encourage people 

to pay their tax liabilities. Although there are some challenges 

in the implementation of GST but handling these challenges 

tactfully will lead to the successful implementation of GST. 

There is more need of analytical research to satisfy the 

clashing needs of all the stakeholders and accomplish the real 

objective of implementation of GST.  
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