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India Paves the Way to GST Rollout

Summary and Analysis

Anand Khetan, Tillmann Ruppert, Rodl & Partner Pune
/ Nuremberg

On 3 August 2016, the Indian Parliament approved the
introduction of the long awaited Goods and Services
Tax, GST. It is perhaps the biggest tax reform in the mod-
ern history of India. Until today, the country’s indirect tax
system is split into a great number of tax regimes, cover-
ing Central Sales Tax, state based Value Added Taxes,
municipal Octroi taxes, taxes on the manufacture of
goods (Excise Duty) and on rendering of services (Service
Tax). Plus many more. The GST is bound to replace most
of these regimes and to create a uniform country-wide
indirect tax system. The rollout of GST will ease the busi-
ness in India to a great extent.

It is expected to boost India’s GDP growth rate by upto
2% according to recent comments and a study published
by India’s National Council of Applied Economic Research.

GST Bill being Passed

The Indian political system witnessed a historical moment
on 3rd August 2016, when the Constitutional (122nd
Amendment) Bill 2014 (”Constitutional Amendment
Bill”), which is the enabling law for implementation of
Goods and Services Tax (“GST”) was unanimous passed
by the Upper House of the Indian Parliament. With the
passage of the Constitutional Amendment Bill, the stage
is now set for rolling out of GST in India with a challeng-
ing deadline of 1 April 2017. After discussions with all
stakeholders, the Government dropped the provision
proposing the contentious 1% additional non-creditable
GST on inter-state supply of goods and services. Yet, oth-
er proposals on capping of GST rate in the Constitution
and modalities of dispute resolution between the Central
and State Governments have been left to the proposed
GST Counil.

Taxes to be Replaced by GST

GST will replace the following tax regimes:

Central Level Taxes

Central Excise Duty on manu-
facturing in India

Service Tax on provision of
services
Additional Customs Duty

State Level Taxes

Value Added Tax/ Central
Sales Tax on sale of goods in
India

Entry Taxes on specified
goods

Octroi/ Local Body Tax

("CVD") on imports

Special Additional Customs
Duty (“SAD”) on imports
Various Cesses such as
Swachh Bharat Cess, Education
Cess etc. on goods and services
Additional Excise Duty on
specified goods

Luxury Tax on hotels

Entertainment Tax on
events etc.

Purchase Tax on goods

Customs duty in the form of Basic Customs Duty
("BCD") on import of goods into India and Research &
Development Cess on import of technology into India
will continue to apply. Also Stamp Duty on immovable
property and legal instruments will stand unchanged. GST
will further not replace taxes on electricity, petroleum,
alcoholic liquor for human consumption and tobacco
products.

Structure of the GST

The final structure of GST is not yet set. However, a model
Goods and Services Tax Act (“Draft GST law"”) was re-
leased on 14 June 2016 for public comments.

The Draft GST law prescribes that both the Central and
State Governments would levy GST in parallel on supply of
goods and/or services where such supply is made within
the state.



The tax to be levied by the Central Government
would be referred to as Central Goods and
Services Tax (“CGST").

The tax to be levied by Sate Government would
be known as State Goods and Services Tax
("SGST").

In case of Inter-State supply, an Integrated Goods and
Services Tax ("IGST”) will be levied, which would be
collected and administered by the Central Government.

Imports into India would be subject to IGST and Basic
Customs Duty.

The rate of GST is not fully settled, yet. It may range
between 16-20% of the value of supply, which is still
being debated by the political parties.

Threshold Limit and Registration

It is proposed that every person engaged in supply of
goods/ services with an aggregate turnover exceeding
INR 0.9 million per Financial Year (INR 0.4 million for
north-eastern states) shall be required to obtain registra-
tion in the respective State. However, GST would apply on
the supplies once the turnover crosses INR 1 million (INR
0.5 million for north-eastern states). Exemptions exist. The
turnover limits would not be applicable for persons under-
taking inter-state supply, persons liable to pay tax under
reverse charge mechanism, casual dealers (persons under-
taking business in states where they do not have any
place of business), E-Commerce operators/ aggregators
and non-resident taxable person (foreign companies not
having a fixed establishment in India), in whose case,
registration would be mandatory.

Input Tax Credit

The credit of input CGST can be taken against output
CGST and IGST. Vice versa, credit of input SGST can be
taken against output SGST and IGST. Cross-utilization of
credit between CGST and SGST is not allowed. How-
ever, credit of input IGST can be taken against all three
types of GST, i.e. CGST, SGST and IGST.

Transitional Provisions for Existing Companies

It is proposed that existing taxpayers would be automati-
cally migrated to the new GST regime without having
to make a separate application for registration. The Draft
GST law however provides for transition provisions con-
nected with pending litigations and other matters. Fur-
ther, it is also proposed to allow the existing taxpayers to
carry forward the unutilized Input Tax Credits under the
CENVAT and VAT schemes to the new GST regime.
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Our Comment

The new GST will simplify Indian indirect taxes to a
great extent. Unclear and heavily debated qualifications
such as “manufacture”, “sale” and “provision of service”
will lose their relevance. This will also reduce the issues of
double taxation under sectors like Information Technology
Software and Construction Services. The highly complicat-
ed customs duty structure with several duties such as
BCD, CVD and SAD being levied and calculated on each
other would get cleared out. Under the GST regime, im-
port of goods would attract BCD and IGST making the
structure simpler. The availability of Input Tax Credit of
IGST to importing resellers would significantly improve the
tax cost in the supply chain.

On the downside, the GST regime would require compa-
nies to maintain separate input tax records for each
state they are operating in (selling from) in order to cor-
rectly utilize the tax credit. The draft GST law also provides
for electronic cross verification of input tax credit between
information submitted by the supplier and recipient for
entitlement. This will significantly increase the compliance
burden due to the requirement of maintenance of item-
wise details for supplies along with costs associated with
robust IT infrastructure. Further, apart from certain exclu-
sions, GST would be applicable on all commodities and
articles. With a broad definition of the term “Service”
which includes anything other than goods, the coverage
of GST will be very vide. This would enable the Gov-
ernment to tax items such as the transfer of actionable
claims which were outside the present tax structure. GST
will further not replace taxes on electricity, petroleum,
alcoholic liguor for human consumption and tobacco
products. Exclusion of electricity and petroleum from the
GST regime would continue to impair implementation of a
unified tax regime and the said sectors may face inflation-
ary situations on account of blockage of input tax credits.

Road Ahead

The Government is looking at a challenging deadline of 1
April 2017 for implementation of GST. In order to achieve
this, the Constitution Amendment Bill needs to be again
approved by the Lower House, ratified by a minimum of
51% of the State assemblies and assented by the Presi-
dent. Thereafter, the GST Council would be notified
which shall be entrusted to recommend on various key
matters such as approving of GST Bills, rate of GST, list of
exemptions, dispute resolution mechanism, etc. The CGST
Bill and IGST Bill would then have to be passed by the
Central Government while the SGST Bill would have to be
passed by all the State Governments to make GST a reali-

ty.

While the Government seems to be ready with the IT
infrastructure which is expected to be tested in October
2016 and subsequently launched in February 2017, it has
to finalize the most contentious issues such as the GST
rate as well as dual administration/ control.
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The industry now needs to get “GST ready” with the
essential infrastructural and strategical arrangements
beforehand such as IT infrastructure, pricing strategy,
supply chain structure and effective transitioning to avoid
any last minute issues.

Way Forward
Assess the situation of your enterprise in India.

Evaluate the impact of GST of all transactions
(input and output) undertaken in India.

Revisit the pricing policy for your products and
legal agreements executed with customers/ ven-
dors.

Assess the need for change in the supply chain
including additional tax registration.

Review the existing IT infrastructure and training
needs for your employees to make your Indian
Enterprise “GST Ready”.
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.India is one of the strongest growth economies. Seize the opportunity
that this enormous market offers. We advise you from a single source on
all legal, tax and economic issues relating to your contemplated project or
investment.”

Rédl & Partner

.. The formation of our towers always starts with a solid base; then we move

on to building the stable middle and top levels. Only united and with a collaborative
effort, are we, people of varied characters, able at all to complete

our artistic formations. Once the tower is built, we dare to take a look into

what lies ahead”

Castellers de Barcelona
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In 2007 Rodl & Partner established its own presence in
India with offices located today in Pune, Mumbai and
Delhi. Rodl & Partner has recently set up its 4th of pres-
ence in India, as a working point in the city of Chennai,
Tamil Nadu to meet the growing demand of quality ser-
vices in the southern region of the country. Chennai is
strategically located with good access to the Shri City
area. The Rodl & Partner working point in Chennai, to-
gether with further specialists in the Pune office, is availa-
ble to provide all required services from planning the suit-
able form of set up right up to the day-to-day complianc-
es for the operations of the unit in Shri City.

For more information please contact:

-
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Tillmann Ruppert

Lawyer

Associate Partner

Phone: + 49 (9 11) 91 93 -31 25
E-Mail: tillmann.ruppert@roed!.pro

Each and every person counts” — to the Castellers and to us.

Human towers symbolise in a unique way the Rod| & Partner corporate culture.
They personify our philosophy of solidarity, balance, courage and team spirit. They
stand for the growth that is based on own resources, the growth which has made
Rédl & Partner the company we are today.

,.Forca, Equilibri, Valor i Seny” (strength, equilibrium, valour and common sense) is
the Catalan motto of all Castellers, describing their fundamental values very accu-
rately. It is to our liking and also reflects our mentality. Therefore Rodl & Partner
embarked on a collaborative journey with the representatives of this long-standing
tradition of human towers — Castellers de Barcelona — in May 2011. The associa-
tion from Barcelona stands, among many other things, for this intangible cultural
heritage.

This Newsletter offers non-binding information and is intended for general information pur-
poses only. It is not intended as legal, tax or business administration advice and cannot be
relied upon as individual advice. When compiling this Newsletter and the information included
herein, Rédl & Partner used every endeavour to observe due diligence as best as possible,
nevertheless Rodl & Partner cannot be held liable for the correctness, up-to-date content or
completeness of the presented information.

The information included herein does not relate to any specific case of an individual or a legal
entity, therefore, it is advised that professional advice on individual cases is always sought.
RodI & Partner assumes no responsibility for decisions made by the reader based on this
Newsletter. Should you have further questions please contact Rodl & Partner contact persons.



