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Amending the GST law: Let the
numbers speak

The GST Council should simplify the structure of the IGST and truly zero rate exports, as well as reduce the

he government proposes toamend

the goods and services tax (GST) laws

after the GST Council gave its

approval in its 28th meeting held on

21 July. The GST laws are a package
of five enactments. Four of these have been
enacted by the Central government. These are:
the Central Government Goods and Services Tax
(CGST) Act, the Union Territory Goods and Ser-
v Tax (UTGST)Act, the Integrated Goods and
ices Tax (IGST) Act, and the Goods and Ser-
"ax (Compensation to States) Act. The fifth
State Governments Goods and
Services Tax ( Act—hasbeen separately
enacted by each of the 29 states. The department
of revenue has published the proposed 46
amendments to these Acts on its website. These
proposals comprise 38 amendments to the
CGST Act, six to the IGST Act and two to the
Compensation Act.

These amendments appear to be driven by
three forces. First, for operational convenience.
Second, for plugging loopholes in the GST base.
Third, foraccelerating devolution of receipts to
states, though on a provisional basis. The basic
structure of the GST is not being touched. The
purpose of thisarticle is to highlight the oppor-
tunity to furtheramend the GST laws to simplify
the IGST structure, lighten the compliance bur-
den on dealers, and encourage export

The chart details collections of CGS T;
IGST and the aggregate GST collections (which
includes compensation cess, which is not shown
in the graph) over the past eight months.

Two questionsarise here. First, why is therea
consistent difference between CGST and SGST

collections over this eight-month period? Sec-
ond, why have IGST collections significantly

increased and CGST/SGST collections fallen
correspondingly over the last three months?
First. it should be noted that CGST and SGST
areapplied at the same rate on the same base.
Forexample, the GST rate of 18% comprises a
T 0f9% and SGST 0f 9% levied under their
respective acts, but collected in aggregate
through one return. When the same rate of taxis
levied on the same base by both the Central gov-
ernment and the state governments, the collec-
tions from these taxes should be the same. As the
chart shows, thisis not the case. The collections
are different. The difference was about 13,150
crore in January. While this difference has nar-
rowed to 36,000 crore in June, the gap remains.
One explanation is that it arises from a differen-
tial set off of input tax credit on CGST and SGST
due to divergent rates of Central excise and state
value added tax (VAT) applied on goods which
were held in stockas on 1 July 2017, when GST
was implemented. Since transitional stocks have
different levels of Central excise and state VAT
embedded in them, the input tax credits set off
for CGST and SGST are different and therefore
the collections of CGST and SGST are different.
This isa valid explanation, but only in so far as it
relates to transitional stock. More than a year has
elapsed since the GST was implemented. Most

compensation cess if the Compensation Fund continues to record surpluses after the recent rate decreases

companies turn over their inventory at least
twiceayearif not more. Using this conservative
guideline, all transitional stock should have been
sold by December 2017. Once fresh inventory is
acquired under the GST framework, there
should be no difference between CGST and
SGST collectionsafter December 2017. Another
explanation is that the difference arises from the
carry over to the subsequent year of input tax
credit on capital goods purchased, which could
be different for central exciseand VAT. If so, the
difference should steadily decrease from July
2017. While the variance has decreased, a signifi-
cant difference persists and is unexplained.

Second, IGST has more than doubled over the
last three months. How has this striking increase
taken place? The e-way Bill was introduced in
April. Could this be correlated with this signifi-
cant rise? However, there has been an equally
significant fall in the CGST and SGST revenue
over these three months. Why have CGST and
SGST revenue fallen during this period? Is this
falllinked to the rise in IGST revenue? Further,
the present unreconciled balance in the IGST
account isreportedly about XL.5 trillion. The
present unreconciled balanced in the Compensa-
tion Fund is about 238,000 crore with a cumula-
tive cess collection so far ofabout 386,000 crore
against which about 348,000 crore has been
released to states so far. A state government has
accused the Central government of unreasonably
crediting the unreconciled balances in these two
funds to the Consolidated Fund of India, unwar-
rantedly bolstering the Union’s fiscal position, to
thedetriment of the fiscal position of the states.
Apparently, in response, one of the proposals
under consideration seeks toamend the Com-
pensation Act “to distribute the amount remain-
ing unutilized in the Fund amongst the Centre
and the States in the manner provided™. This pro-
posal seems to recognize that the compensation
being collected isbeyond the requirement of the
state governments. Two pointsarise for consid-
eration. First, the priority should be providing
relieftothe consumer by lowering the rates of
compensation cess (which isanyway supposed to
be temporary) rather than going against the grain
ofthe GST and enriching the states by redistrib-
uting excess balances in the Compensation Fund.
Second, the GST Council in its recent meeting
reduced the tax rates foranumber of items in the
289%,18%,12% and 5% slabs. This would involve a
loss of revenue, which may result in increased
compensation claims over the next few months.
Forboth these reasons, is the proposal to distrib-
ute unutilized Compensation Fund balances to
the Centre and states appropriate?

The answers can be determined only after
goodsand services tax network (GSTN) pub-
lishes intrastate and interstate-wise details of tax
and cess collected and adjusted, sales and pur-
se data, tax rate and commodity wise. Like
sdataisreleased for research purposes,
individual firm data could be aggregated to
privacy concerns and released to the
STN carriesa wealth of trade transac-
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Behind the numbers
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tional dataand any policy change in the GST
design should be based on analysis of its data. It
isnot clear that the present amendment propos-
als have benefitted from such an analysis.

One step that can be taken immediately by the
Central government to address the large out-
standing and unreconciled balances in the IGST
account is to simplify the IGST. isthe sum of
CGST and SGST. In interstate transactions,

SGST cannot be levied since states cannot levy
taxes across their borders. To prevent arbitrage
and promote tax efficiency, the dealer must face
the same taxrate forinterstate and intrastate
transactions. The IGST levied is essentially a
“wash™ tax, applied asan equivalent to SGST in
interstate transactions. Thus, ideally IGST
should comprise only the SGST and nothing else.
Forintrastate transactions, the dealer should pay
the sum of CGST and SGST. For interstate trans-
actions, the dealer should pay the sum of CGST
and IGST. CGST revenue will remain distinct
and allocable to the government of India. SGST
revenue will remain distinct and separable and
allocable to the individual state governments.
IGST will beallocated to the states where the
downstream sales have occurred on the basis of
adjustments claimed by the relevant dealers.

The present IGST frameworkis unnecessarily
complex, leading to convolutionsin reconcilia-
tion. The IGST at present is the sum of SGST and

CGST, not only SG!
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