Goods and Services Tax
- Manufacturing Sectorsector

Shashwat Tulsian, Partner
I am a Qualified Chartered Accountant, Lawyer and Company Secretary. As a result, I have a
unique ability to manage multi-disciplinary projects and to navigate complex challenges.
I have helped work on more than 5000 such projects for multinationals over the last few years.

“GST increase competition amongst and between the players and reduce the prices
further which will be benecial for the end-consumer. An increase in consumption
demand will boost the economic growth. the GST implementation is vital to
accelerate India’s triumphant growth story. However, these provisions need deeper
evaluations as further details are awaited.”

Nisha Kulthia, Partner
I am a Qualified Chartered Accountant,Company Secretary. I like to think strategically and i'm
driven to help businesses solving there financial and taxation needs. I also like to add value to
research on economy and industry Analysis and its impact on business.

“India’s desire to become a manufacturing hub, the government launched its much
publicised “Make in India” initiative. A pet project of the Modi government, it proposes to
provide domestic entrepreneurs and international players with various opportunities and
transparency in the compliances required for investing and manufacturing in India.I would
recommend contacting your CA for understanding the impact of GSTand plan accordingly.”
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Why India need GST?

We have always heard that ‘Business drives tax, and not the other way round’. However, in the Indian context,
indirect taxes have driven businesses to re-structure and model their supply chain, systems etc. owing to
mul plicity of taxes and costs involved.

• Purpose- GST is introduced majorly due to two reasons:
1 - The current indirect tax structure is full of uncertain es due to mul ple taxes and mul ple rates.
2 - Due to mul ple rates, there are mul ple forms and intern cumbersome compliances. This will
improve Tax compliances.

•Because of above transparency, Taxa on would increase and lead to reduced tax evasion.
•It would also reduce cascading eﬀect(tax on tax) up to much extent.

“The government also realizes that becoming a manufacturing hub will need several strategic
reforms to simplify manufacturing in India. One of the proposed reforms, in line with Make in India, is
the implementa on of the Goods and Services Tax (GST). “
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Which Central Taxes
will be subsumed??

Which State Taxes
Will Be Subsumed??

ONLY CGST

ONLY SGST

•Custom Duty

•Excise On Liquor For Human
Consumption

•Tobacco Products
•Stamp Duty On Immovable Properties
•Petroleum Products
•Electricity Duty
•Central Excise Duty
•Central Sales Tax

•Petroleum Products (Will Depend
Upon The GST Council But till now no)

•Service Tax

•State VAT

•Counter-Veiling Duty on Imported
goods

•Luxury Tax, Entertainment Tax,
Purchase tax

•Cess, Surcharges

•Entry Tax
•Lottery , Betting , Gambling

Location of the supplier and the
recipient within the country is
immaterial for the purpose of
CGST

GST
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CGST

To be le lived
central government

Chargeable only when the
supplier and the recipient are
both located within the state

SGST

To be le lived
central government

Unlike CST Credit of IGST
shall be available

ISGST

To be le lived
central government
in place of CST

IGST=CGST+SGST
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Current taxable event: Manufacture, sale of goods or provision of service
Taxable event under the GST: Mere ‘supply’ of goods and services.

Praposed Indirect Tax Structure

Intra state taxable
supply

Excise and Service tax
will be known as CGST

Local VAT and Other taxes
will be known as SGST

Inter state taxable
supply

CST will be known as
intergrated GST(IGST

Approx. Sum Total of
CGST and SGST

Import from outside
India

Custom duty

In place of CVD and SAD,
IGST will be charged

The taxable event under GST is supply of goods and services. The term ‘supply’ includes all forms of supply,
such as sale, transfer, barter, exchange, license, rental, lease or disposal made in the course of business,
and importa on of service. Transac ons between principal and agents are deemed to be supplies. ‘Supply’
also includes speciﬁed transac ons such as permanent transfer of business assets, temporary applica on
of business assets to a non-business use, services put to non-business use, assets retained a er
deregistra on, and supply by a taxable person to another taxable or non-taxable person in the course of
business.
However, supply of goods to a job worker would not be treated as supply. It is speciﬁed that, inter alia, sale of
under construc on proper es, temporary transfer of intellectual property rights, works contracts (including transfer
of property in goods involved in execu on of works contracts), transfer of right to use any goods and development,
upgrada on, customisa on etc., of so ware would be supply of service
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Job work transactions
The principal has the op on to send taxable goods
without payment of GST to a job worker and bring it
back, a er processing, to any of his own place of
business, for supplying such goods on payment of
GST or export it. The principal also has the op on
to directly supply ﬁnal products to end customers
on payment of GST or export from the premises of
job worker itself, subject to fulﬁlment of applicable
condi ons. GST credit is allowed in case of direct
receipt of inputs or capital goods by the job worker,
subject to receipt of goods back by the principal
within speciﬁed period.

HOW GST SOLVES PRESENT PROBLEMS

ADMINISTRATI
VE
CONVENIENCE
CROSSUTILIZATION

SIMPLIFY TAX
STRUCTURE

UNFIED
AND
COMPREHE
NSIVE

DIRECT SALES
CHARGEABLE
AT EACH
TRANSACTION

REDUCE
COMPLIANCE
COST

FILE A
SINGLE
RETURN

STOCK
TRANSFER

VALUE
ADDED

GST

DESTINATIONBASED,
CONSUMPTION
TAX
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TAXABLE EVENT
IS “SUPPLY”
NOT SALES,
MANUFACTURE
OR RENDER
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Time of supply

Time of supply of goods is the earliest of: i date of
removal/ making available goods by the supplier; ii
date of issue of invoice; iii date of receipt of payment
by the supplier; or iv date on which the recipient
shows the receipt of goods in his books of accounts.
Time of supply of services is the earliest of: i date of
issue of invoice or date of receipt of payment, if
invoice is issued within prescribed period, ii date of
comple on of service or date of receipt of payment,
if invoice not issued within the prescribed period, iii
date on which recipient shows the receipt of services
in his books of accounts, where (i) or (ii) above does
not apply. Time of supply under reverse charge is the
earliest of: i date of receipt of supply; ii date of
payment; iii date of receipt of invoice; or iv date of
debit in the books of accounts. In addi on to the
above, there are provisions to determine the date of
supply in case of con nuous supply of goods/ services

Value of supply

The value of supply of goods/ services for levy of GST
is the transac on value. To determine transac on value,
speciﬁc addi ons are prescribed to be made to the
price charged. Such addi ons include value of goods/
services supplied free/ at concessional rates by the
recipient to the supplier, subsidies linked to the supply,
reimbursable expenditure, etc. In addi on, royal es
or licence fees related to the supply of goods and/ or
services are to be added to the value of taxable supplies.
The valua on provisions retain current provisions
rela ng to pure agent in case of services. The discounts,
including the post-sale discounts known at the me of
supply (and linked to speciﬁc invoices), are allowed as
deduc on from transac on value, which is quite similar
to the provisions prevalent presently. When the supply
consists of both, taxable as well as non-taxable supply,
the taxable supply is to be deemed to be for such part
of monetary considera on as is a ributable thereto.
The concept of jus ﬁca on of transac on value in case
of related party transac ons con nues in the valua on
provisions. The dra law also provides for rejec on of
value of supply if accuracy of valua on is doubted. There
is no provision to levy GST on the basis of maximum
retail price, where the transac on value is below
maximum retail price.
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tant aspects of GST is
Place of supply
of supply. Detailed provisions
of supply, separately for goods
own in the IGST Act. The place
e place where the goods are
w cases. The place of supply of
person, is the loca on of such
ervices provided to an
is the address of recipient, an
loca on of the supplier of
ous excep ons provided to the
ces pertaining to immovable
appraisal, admission to the
n of events, transporta on,
One of the most important aspects of GST is
determina on of place of supply. Detailed provisions
to determine the place of supply, separately for goods
and services, are laid down in the IGST Act. The place
of supply of goods is the place where the goods are
delivered, except in few cases. The place of supply of
services to a registered person, is the loca on of such
registered person. For services provided to an
unregistered person, it is the address of recipient, and
if it is not available, the loca on of the supplier of
services. There are various excep ons provided to these
principles, such as services pertaining to immovable
property, training and appraisal, admission to the
events and organisa on of events, transporta on,
telecom, ﬁnancial services etc.
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Input tax credit
The GST law provides for credit of GST paid on all the inputs, barring some excep ons. The excep ons
include the services received and used by employees and also vehicles (except when they are used for
speciﬁed purposes), supplies received for execu on of works contract for construc on of immovable
property, etc. Supplies used for personal consump on are also ineligible for credit. The following
procedural condi ons also need to be fulﬁlled for claiming credit: possession of tax invoice; receipt
of the underlying supply of goods/ service; payment of tax changed in invoice by supplier; ﬁling
of GST return In addi on, the credits claimed need to be matched with the tax liability of the supplier,
and in case of any discrepancies, the amount of excess credit claimed will be added in the tax liability
of the recipient. The me limit for claim of credit is one year from the date of the invoice. However,
no credit pertaining to a ﬁnancial year is allowed to be claimed post ﬁling of the return for September
of the next ﬁnancial year, or the ﬁling of the annual return for the year to which the credit pertains,
whichever is earlier. Eﬀec vely, for the purchases made post September month in a ﬁnancial year, the
me period for claiming credit is curtailed. The concept of input service distributor is con nued in the
GST regime. However, credits of GST paid on inputs or capital goods cannot be distributed. The
provisions of distribu on of credit to outsourced manufacturing unit are also not available.
Addi onally, the GSTN will have an audit trail of the movement of goods across the state boundaries.
Representa on by the industry should be made to the government for the removal of check-post related
compliances. This will lead to op misa on of delivery schedules and the opera onal costs of transporters,
resul ng in compe ve pricing.

Input Tax Credit

Priority Order Of Utilization

CGST

1 CGST
2 IGST

SGST

1 SGST
2 IGST

IGST*

1 IGST
2 CGST
3 SGST

*IGST will be transferred by the centre to the state where goods are supplier state
will transfer to the centre the credit of sgst used on igst payment

CGST: Central GST
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SGST: State GST

IGST: Integrated GST
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Current Taxes in Manufactureing sector
The manufacturing sector is currently with multiple taxable events
central excise, service tax,
value added tax (VAT) and
central sales tax (CST)
Current Tax Structure v/s Post GST Tax Structure
Current Scenario
(Rs)
Cost of Production

Manufacture

Distribution

Retailer

100

172

216

50

20

30

150

192

246

19

0

0

169

192

246

CST@2%

3

0

0

Vat@12.5%

0

24

31

Vat set oﬀ

0

0

-24

172

216

253

Value Add
Total
Excise@12.5%
Total

Total

Post GST Scenario
(Rs)
Value Add

Manufacture
100

Distribution

Retailer

120

210

50

20

30

150

200

240

GST@20%

30

40

48

GST set oﬀ

0

-30

-40

110

210

Total
Excise@12.5%

Total

Price to
Consumer

253

Speciﬁed Consumer
price is interstate, if
goods are moving in
the same state. in such
a situation, the price
for the end consumer
will reduce by 3
rupees, which is equal
to the CST paid by
Manufacturer

Price to
Consumer

248

248

Level of supply

Sales of price(including GST at 6%)

Payment to Goverment

Raw material supplier

Sales price = RM50.00
GST = RM3.00

GST collection = RM3.00
Less: GST paid = RM0.00

Total sales price = RM53.00

GST payable = RM3.00

Sales price = RM100.00
GST = RM6.00

GST collection = RM6.00
Less: GST paid = RM3.00

Total sales price = RM106.00

GST payable = RM3.00

Sales price = RM125.00
GST = RM7.50

GST collection = RM7.50
Less: GST paid = RM6.00

Total sales price = RM132.50

GST payable = RM1.50

Sales price = RM156.00
GST = RM9.00

GST collection = RM9.36
Less: GST paid = RM7.50

Total sales price = RM165.36

GST payable = RM1.86

Manufacturer

Wholesaler

Retailer
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Manufacturing companies likely to gain under GST
The manufacturing sector has been a major economic driver for many developing economies across the
world, however, unlike most others, India’s manufacturing performance has been lacklustre. Even though
India enjoys a favourable demographic and geographicposi on, it has not been able to capitalise on this
advantage.

Manufacturing in India has been plagued by
A complex tax structure,
inadequate infrastructure and
bureaucracy, halving its ability to perform well on a global scale.
With only a 16% share in GDP, India’s manufacturing sector has been close to stagnant for the last two
decades.
However, now manufacturing may be revived with the focused eﬀorts of the new government.
India, tradi onally an agrarian economy, could even experience a paradigm shi from an agricultural
economy to a manufacturing and service based economy.
The new GST regime will have a far-reaching impact on business avenues, compelling organisa ons to
realign bo lenecks such as produc on cost, produc on me, supply chain, compliance, logis cs, etc. with
the changing indirect tax structure.
Furthermore, all major business dynamics will have to be thoroughly analysed to assess the impact of GST
on business.

Make the Manufacturing Industry More Compe

ve

India had a very burdensome tax system which makes its manufacturing sector very uncompe ve in both
local and foreign markets. Currently a product manufactured in one state, transformed in another state and
sold in a third state is taxed at a higher level than an imported product. A 2 per cent central sales tax is imposed
on interstate shipments between two diﬀerent par es. Trucks have to wait for hours or days at the tolls between
states, where they o en have to pay bribes, this has a heavy cost in terms of money and me, and the deliveries
are o en delayed because of that. To circumvent these hiccups, many manufacturing companies have adopted
strategies such as having small factories or self-owned warehouses across diﬀerent states. So that goods remain
in their own company’s possession when moving from one state to another. However, maintaining these sca ered
warehouses or facili es add to the unnecessary opera onal costs.
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Reduced Cost of Produc on
Manufacturing is a very compe ve industry and reducing the cost of produc on while crea ng incremental value
for customers remains a challenge for every business. The new GST regime will be greatly beneﬁcial as a reduc on
in tax cascading may lead to a lower cost of produc on.
Also, one of the major defects of the current indirect tax regime – the non-availability of tax credit of central/union
taxes over state taxes and vice versa – could be eliminated by allowing unrestric ve tax credit under GST.

11

INPUT VAT

OUTPUT VAT

INPUT EXCISE

OUTPUT EXCISE

-Credit of VAT is not available against
Excise and vice versa.

-This shows that there is a tax on tax
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Hassle-free Supply Of Goods
One of the factors leading to the downtime of vehicles is trade barriers, such as
check-post inspection,
ﬁling of waybills/entry permits,
compliances under Entry Tax laws and local levies
State-border checkpoints, which are tasked with material scru ny and loca on-based tax compliance, nega vely impact the overall
produc on and logis cs me and account for roughly 60% of a truck’s transit me. These unproduc ve transit hours coupled with
regulatory impediments reduce the eﬃciency of Indian manufacturers compared to their interna onal counterparts. The new GST regime
will unify the Indian market and assist the smooth ﬂow of goods within the country. Although border checkpoints may not be done away
with immediately, reduced compliance scru ny at these checkpoints will reduce transport hassles.
Improved logis cs and fast delivery of services
Octroi was one of the tradi onal taxes introduced by the government.
no Entry tax -ease the movement of goods
The overall tax on the supply of indigenous goods is approximately 29.37%. With the implementa on of GST, the RNR rate will be much
lower than the present tax rates on goods. This will lead to a lower tax burden for consumers.
On account of seamless credits, the issue of tax cascading will be minimised to a large extent (with certain excep ons). Procurement costs
may be reduced on account of reduc on of non-creditable taxes. This will make the Indian industry compe ve,
increase cross border business.
Supply Chain Restructuring
Three speciﬁc aspects of GST –
1. The addi onal 1% tax on supply of goods, envisaged as a replacement for Central Sales Tax, may not be available for credit, which will
add to the cost burden in the price of products.
2. The terminology used in The Cons tu on (122nd Amendment) Bill, 2015 relates to “supply” and does not diﬀeren ate between
“supply to oneself” and “supply from one person to another”. The Select Commi ee has speciﬁcally stated that the addi onal tax should
only be applicable in cases where there is a considera on i.e. supply to self should not be covered within its ambit. Clarity regarding
“supply” is expected from the GST Act, which is yet to be proposed by the GST Council. If such a shi materialises, it will warrant a
redrawing of warehouse strategy to op mise organisa onal proﬁts.

3. Availability of input tax credit on inter-state sale of goods and services may lead to warehouse re-engineering which can remove an
extra level of warehousing in the supply chain, thereby leading to greater cost beneﬁts.

Elimina on of dis nc on between Goods & Service
Under GST, there will be no ambiguity between goods and services. This will address the various legal proceedings related to the packaged
products. Further, it will streamline the complex tax structure into one tax rate. This will in turn simplify the Invoicing process as there will
no longer be a dis nc on between the material and the service component, thereby reducing malprac ces of tax evasion.
Reduc on of classiﬁca on disputes
Currently, due to varying rates of excise duty and VAT on diﬀerent products, as well as several exemp ons provided under excise and VAT
legisla ons, classiﬁca on disputes are a regular cause for li ga on under both central excise and VAT, especially for the manufacturing
sector. It is expected that the incep on of GST which is based on the principles of a simpliﬁed rate structure and minimiza on of exemp ons
will signiﬁcantly reduce disputes regarding classiﬁca on of products.

MRP valua on
Currently, various pre-packaged products for retail consump on are subject to excise duty not on the ex-factory transac on value but on a
speciﬁed percentage of the maximum retail price (MRP) printed on the package. The MRP based value (which is usually between 30%-35%
of the MRP) is in most cases, much higher than the ex-factory transac on value leading to a higher excise duty liability than would otherwise
be the case. This increased excise duty itself, results in a higher MRP, ul mately leading to a higher cost burden for the consumers. Under
the GST regime, GST is payable by the manufacturer at the transac on value, and is creditable for all subsequent resellers up to the ﬁnal
consumer. Accordingly, the unnecessary tax burden of the MRP regime will no longer be relevant
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the country have an ave
sed standard rate of 17come down by 10-12 pe
“Most goods manufactured in the country have an average 27-30 per cent indirect
taxes component. If the proposed standard rate of 17-18 per cent is implemented, the
ﬁnal prices of these goods can come down by 10-12 per cent,“
At present, manufactured goods a ract 12 per cent excise duty, 5-15 per cent
value-added tax (VAT) and in case of inter-state sales, a central sales tax of 2-15 per
cent. Besides, some states also impose entry tax and Octroi of up to 15 per cent. With
GST, all these taxes would be subsumed and a standard rate would be applicable
across the country.
Currently, most consumer companies in India incur tax rates of around 22-25 per cent,
due to which a standard rate of 17-18 per cent should beneﬁt them.
companies which are into food processing business - edible oils, biscuits, chocolate,
cocoa and baked items - may get nega vely impacted as they would reap the beneﬁts
exemp ons extended to processed food items.
Pharma and locally manufactured mobile handsets that enjoy lower incidence of
indirect taxes
Sectors such as automobile, capital goods, cement and building materials would gain
due to lower incidence of tax post-GST implementa on. The report points out that
these sectors pay around 24-40 per cent indirect taxes
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Boost to e-commerce: Impera ve aid for growth of SMEs
The uniﬁed taxa on system will strengthen the e-commerce industry with its eﬃcient inventory led model.
It will enable seamless movement of goods across inter-state borders enabling be er eﬃcacy and
s mula ng growth of the (e-commerce) sector. It will also remove the surging eﬀect of taxes on customers
which will bring adeptness in product costs.
With GST being a tax on transac on the revenue losses for B2B supplies will be reduced as the tax credit
distribu on mechanism will be clearly outlined under the GST framework. Ul mately, the GST will result in
eradica ng deep seeded business ineﬃciencies including; slow transit mes, higher manufacturing costs and
disrup ons in the businesses. It will lead to easier execu on and handling of logis cs; quicker movement of goods
across the country and provide wider availability of input credit. It will help reduce the tax burden on business
owners and manufacturers.
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Manufacturing companies fear loss of input tax credit, GST on transfer to self
Supply to self & cash ou low problems
The tax trigger under GST is the 'supply' of goods and services. The dra model GST law, which is in wide circula on, has deﬁned 'supply' to
also include supply made without a considera on. "This signiﬁcantly widens the scope of the levy.
Taxing stock transfers and elimina on of CST, will do away with the need to declare Form C and F, which (for most companies) is an area
requiring high compliance, manpower and li ga on costs.
For example, transac ons in goods and services between the head oﬃce and a branch of the same company may be covered and subject
to GST levy,“
Free supplies
Under the present indirect tax regime free supply of goods are not subject to VAT. The Model GST Law s pulates that speciﬁc transac ons without
considera on would also be treated as supplies. Accordingly, free samples may be subject to GST, leading to increase in overall costs.

Working capital may also be signiﬁcantly impacted. Under the new regime, stock transfers will be subject to GST to enable movement of
input credit across state boundaries. Though GST paid at this stage would be available as a credit, realisa on of this GST would only occur
when the ﬁnal supply is concluded. This is likely to result in cash ﬂow blockages and therefore manufacturers would have to rethink their
supply chain management strategies to minimise this impact on their cash ﬂows.
Increased Compliance Requirement
While the new GST regime may oﬀer many beneﬁts to businesses, it also has a ﬂip side. Taking a cue from the OECD’s guidelines for place of
supply, which were released earlier this year, GST may lead to increased compliance requirements.
Area-based Exemp ons
As GST would lead to the en re country being considered a common and uniﬁed market, the current area-based exemp ons would become
irrelevant. As we do not have a ﬁnalised GST Act in hand, whether or not these area-based exemp ons would be available is a ma er of
concern. If these exemp ons are discon nued, those who enrolled due to this incen ve would be at a loss
State incen ves
Companies have set up units with signiﬁcant investment outlays based on incen ves oﬀered by States under their respec ve investment promo on
policies. These incen ves are usually in the form of tariﬀ incen ves (lower tax rates, refund /deferment of taxes etc.) and non-tariﬀ incen ves
(economical land lease terms, lower electricity duty etc.). At present, States have the ﬂexibility to oﬀer such incen ves. However, under the GST regime,
such ﬂexibility given to the States is likely to be curtailed to achieve the intended eﬀect of uniformity. Further, the Model GST Law does not clarify the fate
of current incen ves. Companies which have based their ﬁnancial projec ons around these ﬁscal incen ves may have to reassess their projec ons.
The implementa on of GST will also signal a move away from the producer State tax system to a consump on State tax system. Producer States will have a
lower ﬁnancial incen ve to oﬀer such concessions, as GST will only be credited to the State where the supplies are consumed, as opposed to the present
situa on where the producer State is credited with central sales tax on inter-state sales. This would lead to a loss of revenue for the producer States and
therefore such States may not be in a ﬁnancial posi on to con nue oﬀering such incen ves, even though there may be other compelling reasons such as
genera on of labour, improvement of infrastructure, market crea on etc. However, it seems likely that future incen ves may only be non-tariﬀ based.
VAT/ CST incen ves oﬀered to manufacturers by various state governments for making signiﬁcant investments in the state will require a relook, especially
on the quantum of taxes available with the states to waive oﬀ/refund as well as on the investment recoupment period. Separately, the fate of exis ng
beneﬁts from a ‘Make in India’ perspec ve for tablets, IT, etc. is also unclear.

Restric ons On Set-Oﬀ Of Input Tax Credits
In simple terms, GST is levied on supply of goods and the manufacturer will be allowed credit for the GST paid on purchases of input
(an input tax credit will be available). But there are restric ons on u liza on of input tax credit, which could impact cash ﬂows.
"A CGST tax credit cannot be set oﬀ against a SGST tax liability. While IGST credit can be eﬀec vely u lized, a priority order has to be
followed for such a set-oﬀ (see table)," says Yusuf Hakim, partner at CNK & Associates. "In case a company has opted for separate
registra ons of its business ver cals in the same state, then a SGST set-oﬀ even within that state is restricted only to that business ver cal.
However, most business houses will opt for a common registra on within the state, unless the GST law oﬀers some speciﬁc tax incen ves
for a par cular business ver cal, which seems to be unlikely, given that incen ves are likely to be phased out under the GST regime," adds
Hakim.
Further, if a company has business opera ons in diﬀerent states, SGST cannot be set oﬀ pan-India. "As regards, CGST set-oﬀ, there is no
express clarity. One hopes that oﬀset of excess CGST paid in one state against the CGST payable in the other state is provided for by
lawmakers in the ﬁnal GST bill," sums up Hakim.
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Loss Of Input Tax Credit
If a company's vendor is tax non-compliant and blacklisted, the company as a recipient of goods could also
be impacted and denied input tax credit
Transi onal provisions
Carry forward of exis ng credit balance as well as claim of credits on goods available with the taxpayer,
subject to such credit being admissible under exis ng indirect taxes as well as under GST law.
Some of the unaddressed issues in the transi onal provisions are availability of credits on goods in transit
on cut-oﬀ date, availability of credit of excise duty paid by traders and VAT paid by the service providers on
goods in stock, etc.
Exemp on on Petroleum
The Central government will con nue to impose excise duty on ﬁve petroleum products (petroleum crude,
high speed diesel, motor spirit, natural gas and avia on turbine fuel), while the State governments will
con nue to impose VAT on these petroleum products.
Currently, credit of excise duty paid on speciﬁed petroleum products is available. However, exclusion of
petroleum products from GST will add to the cost of manufacture as excise duty on such products would
not be creditable under the GST regime. Petroleum products such as high speed diesel, are common fuels
used in various manufacturing processes, as also for transporta on of inputs and ﬁnal products.
Therefore, industries that consume petroleum products as their main inputs (such as the fer lizer industry
which use natural gas as an important input) will get signiﬁcantly impacted by this exclusion.
MRP based valua on discon nued
With GST being proposed to be levied on each ‘supply’, the MRP based valua on is all set to be
discon nued. While this is welcome from a simplicity perspec ve, there will be a signiﬁcant impact on
those manufacturing units which have been set up in excise free zones across India, as the quantum of
beneﬁts would be signiﬁcantly conﬁned.
The concept of ‘transac on value’ has been con nued under GST and has been signiﬁcantly widened (for
even unrelated party transac ons) to also include – free supplies, subsidies linked to supply, reimbursable
expenses, expenses incurred by the buyer, royal es and license fees, etc. The manufacturers will need to
revise the pricing mechanism, adopted currently, to accommodate the above aspects in the ‘transac on
value’.
Discounts
The Model GST Law s pulates that post supply discounts are to be excluded from the transac on value,
provided such discounts are known at or before the me of supply of goods and are linked to the invoices
for such supply. Companies may need to analyse exis ng post supply discounts/incen ve schemes where
the quantum of discount is not known at the supply stage. Example, secondary market incen ve schemes,
volume based discounts etc.
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Overall, the introduc on of GST is a welcome
the manufacturing sector. As a way forward, i
need to iden fy the speciﬁc provisions of the
Law that requires a new strategy from an ‘eas
business’ perspec ve, and represent before t
Empowered Commi ee and the GST Council.

GST compensation to Manufacturing states proposed at up to 1%

The Cabinet is claimed to have cleared changes in the GST Cons tu onal Amendment Bill, dropping one-per cent
manufacturing tax and guaranteeing states a compensa on for any revenue loss in the ﬁrst ﬁve years of rollout of
the proposed indirect tax regime. Head by prime minister Narendra Modi, the Cabinet, claim industry sources, have
decided to include a clause in the Cons tu onal Amendment Bill that any dispute between states and the Centre
will be adjudicated by the GST Council, which will have representa on from both the Centre and states. With states
on board and the Cabinet approving the amendments, the government is hopeful of the passage of long-pending
Goods and Services Tax (GST) Bill in the current monsoon session of the parliament

Overall, the introduc on of GST is a welcome change for
the manufacturing sector. As a way forward, industry will
need to iden fy the speciﬁc provisions of the Model GST
Law that requires a new strategy from an ‘ease of doing
business’ perspec ve, and represent before the
Empowered Commi ee and the GST Council.
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