GST: Brazing for the reform

The competition between the central and state tax administrations to expand territory doesn’t bode well

fter the 101st Constitu-
tional Amendment en-
abled both the Union and
the state governments to
levy the Goods and Ser-
vicesTax(GST), there hasbeenasense
of urgency in implementation. I had
characterised the GST reform as abul-
lock-cart stuck in the mud, going nei-
ther forward nor backward. It seems
the mud has dried, the bullocks have
gained stamina and the cart has been
oiled well to go forward. The govern-
ment is pushing up the pace to roll out
the reform from April 1, 2017, and that
entailsaflurry of activitiesleading up
toits implementation. A numberof is-
sues, some of them contentious, will
have to be resolved and decisions tak-
enwithina short span of time.

The amendment, with the insertion
of Article 2464, enables both Parlia-
ment and statelegislaturestolevy GST
on intra-state transactions concur-
rently The insertion of Article 269A
empowers the Centre to levy and col-
lect the tax on inter-state trade and
share it with the states as per the rec-
ommendation of the GST Council. Ar-
ticle279A requiresthe President to ap-
point the GST Council with the Union
finance minister as the chairperson
and all the state finance ministers as
members. The Centre will have one-
thirdvotesandthe statestogether com-
mand two-thirds. Each state will have
one vote. The decisions to be taken in
the council require three-fourths of
the votes. This implies that, if it sode-
sires, the Union government can veto
any decision even if all the states de-
sire it. Similarly, the Union govern-
ment willhave to gain thesupportof at
least 19 states to carry out any change
itdesires.

The President has duly constituted
the GST Council and there have been
two meetings already and the third is
scheduled on October 17. The two
meetings have seen decisions on a
number of issues. These relate to
thresholds and having a single tax ad-
ministration in respect of small pro-
ducers and service tax assesses. Inthe
second meeting, issues relating to ad-
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deal with area-based ex-
emptions by collecting
the tax and paying re-
funds have been decided.
In the first meeting of

ble disaffection on ac-
count of dual tax admin-
istrations by these tax-
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eastern states), the Council has con-
siderably reduced both administra-
tive and compliance costs without
much loss of revenue. The decision to
introduce simplified (compounding)
tax for taxpayers up to I50 lakh
turnover, too, is a welcome step as it
will facilitate small businessmen in
keeping simplified accounts and fur-
nish simplified returns. Although the
tax paid by such dealers is not eligible
for input tax credit, those who are
dealing with basic inputs can still vol-
untarily register and pay the tax as
regular dealers.

The decision to subject the taxpay-
ers withlessthan ¥1.5 crore turnovers
solely by the state tax administrations
and the service tax payers entirely by
the Central tax administration is es-
sentially to avoid subjecting them to
dual tax administration. The states
have been concerned about the possi-

rate service tax payers is

conceptually flawed as
once GST is levied, it is inappropriate
to think in terms of goods and ser-
vices separately Ideally, one would
have preferred to have one tax admin-
istrationfor administering the entire
GST as the technology enables cen-
tralised collectionof CGST,SGST and
IGST. However, once it is decided that
there will be two administrations, it
willbe inappropriate ina GSTregime
to separate goods and services and
subject them to different administra-
tions. Perhaps, the arrangement re-
flects the competition between cen-
tral and state tax administrations to
expand their relevance, and that does
not bode well. What is required is a
harmonised administration and en-
forcement of thetax.

The October 17 meeting of the
Councilwill belooked forward to with
muchexpectation. Themeeting is sup-
posed to resolve one of the most con-

tentious issues, of deciding on the ex-
emptions and the rate structure. As
thedecision hasalready beentakenon
merging the cesses and surcharges
with the basiclevy, the issue of rate as-
sumes significance. While the Centre
has promised to keep the rates low, it
cannotafford toloserevenuefromthe
reform. Besides absorbing the rev-
enue impact of the cesses, it will have
to pay compensation for any revenue
loss to the states. Even the revenue
neutral rate structure will result in
substantial outgo for theCentre, given
the states which gain will not share
with thelosers and those that lose will
have to be compensated. At the same
time, a majority of the states will in-
sist on levying the tax at high rate for
the fear of losing revenue after five
years when the compensation mecha-
nismexpires.

Thereis aquestionof the number of
rates. After reviewing three different
methods used to calculate revenue
neutralrate, the committee chaired by
the chief economic adviser has sug-
gested three rates besides exemption
{four rates if bullionand spiceshave to
be taxed at lower rate). The general
rate suggested is 18%. There are
methodological questions on these es-
timates and it isnot goingto be easy to
convince the states and get an agree-
ment on the issue.

Once there is an agreement on the
structureof the tax, amajormilestone
will be crossed. Indeed, there will be
many more hurdles such as finalising
the place of supply rules. There are
considerable differences among the
states in terms of preparedness, and
businesses would require at least 4-6
months of preparatory time afterthe
structureisfinalisedasthe new tax in-
volves major changes in the ways of
transacting businesses and supply
chain management. The next few
months will be action-packed, and we
will see exciting times on this impor-
tant reform.
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