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1. Goods and Services Tax (GST): An
Overview

I. Introduction

Introduction of GST would be a very significant step in the field of indirect tax
reforms in India. By amalgamating a large number of Central and State taxes into a
single tax and allowing set-off of prior-stage taxes, it would mitigate the ill effects of
cascading and pave the way for a common national market. For the consumers, the
biggest gain would be in terms of a reduction in the overall tax burden on goods, which
is currently estimated at 25%-30%. Introduction of GST would also make our products
competitive in the domestic and international markets. Studies show that this would
instantly spur economic growth. There may also be revenue gain for the Centre and the
States due to widening of the tax base, increase in trade volumes and improved tax
compliance. Last but not the least, this tax, because of its transparent character, would
be easier to administer.

II. Genesis

2. The idea of moving towards the GST was first mooted in the Budget for 2006-07.
Initially, it was proposed that GST would be introduced by 1st of April, 2010. The
Empowered Committee of State Finance Ministers (EC) which had formulated the design
of State VAT was requested to come up with a roadmap and structure for the GST. Joint
Working Groups of officials having representation of the States as well as the Centre
were set up to examine various aspects of the GST and draw up reports specifically on
exemptions and thresholds, taxation of services and taxation of inter-State supplies.
Based on discussions within and between it and the Central Government, the
Empowered Committee released its First Discussion Paper on the GST in November,
2009. This spells out the features of the proposed GST and has formed the basis for
discussion between the Centre and the States so far.

III. Salient Features of GST
3. The salient features of GST are as under:

1) The GST would be applicable on the supply of goods or services as against the
present concept of tax on the manufacture and sale of goods or provision of
services. It would be a destination based consumption tax.

(ii) It would be a dual GST with the Centre and States simultaneously levying it on a
common tax base. The GST to be levied by the Centre on intra-State supply of
goods and / or services would be called the Central GST (CGST) and that to be
levied by the States would be called the State GST (SGST).
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(iii) The GST would apply to all goods other than alcoholic liquor for human
consumption and five petroleum products, viz. petroleum crude, motor spirit
(petrol), high speed diesel, natural gas and aviation turbine fuel. It would apply to
all services barring a few to be specified.

(iv) Tobacco and tobacco products would be subject to GST. In addition, the Centre
would have the power to levy Central Excise duty on these products.

(v) The GST would replace the following taxes currently levied and collected by the

Centre:

a. Central Excise duty

b. Duties of Excise (Medicinal and Toilet Preparations)

C. Additional Duties of Excise (Goods of Special Importance)

d. Additional Duties of Excise (Textiles and Textile Products)

e. Additional Duties of Customs (commonly known as CVD)

f. Special Additional Duty of Customs (SAD)

g. Service Tax

h. Central Surcharges and Cesses so far as they relate to supply of goods and

services
(vi)  State taxes that would be subsumed under the GST are:
a. State VAT
Central Sales Tax
Luxury Tax
Entry Tax (all forms)
Entertainment and Amusement Tax (except when levied by the local
bodies)
Taxes on advertisements
Purchase Tax
Taxes on lotteries, betting and gambling
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State Surcharges and Cesses so far as they relate to supply of goods and

services

(vii) The CGST and SGST would be levied at rates to be jointly decided by the Centre
and States. The rates would be notified on the recommendations of the GST
Council.

(viii) There would be a floor rate with a small band of rates within which the States
may fix the rates for SGST.

(ix)  The list of exempted goods and services would be common for the Centre and the
States.

(x) Tax payers with an aggregate turnover in a financial year up to [Rs.10 lakhs]
would be exempt from tax. [Aggregate turnover shall include the aggregate value
of all taxable and non-taxable supplies, exempt supplies and exports of goods
and/or services and exclude taxes viz. GST.] Aggregate turnover shall be
computed on all India basis. For NE States and Sikkim, the exemption threshold
shall be [Rs. 5 lakhs]. All taxpayers eligible for threshold exemption will have the
option of paying tax with input tax credit (ITC) benefits. Tax payers making inter-
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State supplies or paying tax on reverse charge basis shall not be eligible for
threshold exemption.

(xi)  Small taxpayers with an aggregate turnover in a financial year up to [Rs. 50 lakhs]
shall be eligible for composition levy. Under the scheme, a taxpayer shall pay tax
as a percentage of his turnover during the year without the benefit of ITC. The
floor rate of tax for CGST and SGST shall not be less than [1%]. A tax payer opting
for composition levy shall not collect any tax from his customers.

The composition scheme is optional. The eligible taxpayers shall have the option
of paying tax with ITC benefits. Tax payers making inter-State supplies or paying
tax on reverse charge basis shall not be eligible for composition scheme.

(xii) An Integrated GST (IGST) would be levied and collected by the Centre on inter-
State supply of goods and services. Accounts would be settled periodically
between the Centre and the States to ensure that the SGST portion of IGST is
transferred to the destination State where the goods or services are eventually
consumed.

(xiii) Tax payers shall be allowed to take credit of taxes paid on inputs (input tax
credit) and utilize the same for payment of output tax. However, no input tax
credit on account of CGST shall be utilized towards payment of SGST and vice
versa. The credit of IGST would be permitted to be utilized for payment of IGST,
CGST and SGST in that order.

(xiv) HSN (Harmonised System of Nomenclature) code shall be used for classifying the
goods under the GST regime. Taxpayers whose turnover is above Rs. 1.5 crores
but below Rs. 5 crores shall use 2 digit code and the taxpayers whose turnover is
Rs. 5 crores and above shall use 4 digit code. Taxpayers whose turnover is below
Rs. 1.5 crores are not required to mention HSN Code in their invoices.

(xv)  Exports shall be treated as zero-rated supply. No tax is payable on export of
goods or services but credit of the input tax related to the supply shall be
admissible to exporters and the same can be claimed as refund by them.

(xvi) Import of goods and services would be treated as inter-State supplies and would
be subject to IGST in addition to the applicable customs duties. The IGST paid
shall be available as ITC for further transactions.

(xvii) The laws, regulations and procedures for levy and collection of CGST and SGST
would be harmonized to the extent possible.

IV. GST and Centre-State Financial Relations

4. Currently, the fiscal powers between the Centre and the States are clearly
demarcated in the Constitution with almost no overlap between the respective domains.
The Centre has the powers to levy tax on the manufacture of goods (except alcoholic
liquor for human consumption, opium, narcotics etc.) while the States have the powers
to levy tax on the sale of goods. In the case of inter-State sales, the Centre has the power
to levy a tax (the Central Sales Tax) but, the tax is collected and retained entirely by the
States. As for services, it is the Centre alone that is empowered to levy service tax.
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4.1 Introduction of the GST would require amendments in the Constitution so as to
simultaneously empower the Centre and the States to levy and collect this tax. The
assignment of simultaneous jurisdiction to the Centre and the States for the levy of GST
would require a unique institutional mechanism that would ensure that decisions about
the structure, design and operation of GST are taken jointly by the two. For it to be
effective, such a mechanism also needs to have Constitutional force.

V. Amendment of the Constitution and Other Legislative Requirements
(a) Constitution (One Hundred and Twenty Second) Amendment Bill, 2014

5. To address all these and other issues, a Constitution Amendment Bill was
introduced in the Lok Sabha in December, 2014 and the Bill (122" Amendment Bill) has
since been passed by the Lok Sabha (May, 2015). The Bill is currently under
consideration of the Rajya Sabha.The salient features of the Bill are as under:

(1) The GST shall be levied on all goods and services except alcoholic liquor for
human consumption

(ii)  The tax shall be levied as dual GST separately by the Union and the States.

(iii)  Parliament will have power to make laws with respect to GST imposed by the
Union (CGST) and the State Legislatures will have power to make laws with
respect to GST imposed by the States (SGST).

(iv)  Parliament will have exclusive power to make laws with respect to GST where
the supply of goods and/or services takes place in the course of inter-State
trade or commerce (IGST).

(v) The Government of India (Gol) will have exclusive power to levy and collect
GST on inter-State trade or commerce. This tax shall be apportioned between
the Union and States on the recommendations of the GST Council by
Parliament by law.

(vi)  Petroleum & petroleum products would be subject to GST. [However, it has
been decided that five products, viz. petroleum crude, motor spirit (petrol),
high speed diesel, natural gas and aviation turbine fuel would be kept out of
the purview of GST in the initial years of implementation]. In the case of
tobacco and tobacco products, the Centre alone would have the power to levy
excise duty in addition to the GST.

(vii) Taxes on entertainments and amusements to the extent levied and collected
by a Panchayat or a Municipality or a Regional Council or a District Council
shall not be subsumed under GST. The local bodies of States could continue to
levy such taxes.

(viii) Parliament may, by law, provide for compensation to States for revenue loss
arising out of the implementation of the GST, based on the recommendations
of the GST Council. Such compensation could be for a maximum period of 5
years.
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(ix) A GST Council would be constituted comprising the Union Finance Minister
(who will be the Chairman of the Council), the Minister of State (Revenue)
and the State Finance/Taxation Ministers to recommend on
a. the taxes, cesses and surcharges to be subsumed under GST;

b. the goods and services that may be subjected to or exempted from the
GST;

c. the date from which the specified petroleum products would be subject to
GST;

d. model GST laws, principles of levy, apportionment of IGST and the
principles that govern the place of supply;

e. the threshold limit of turnover below which the goods and services may
be exempted from GST;
the rates including floor rates with bands of GST;

g. any special rate or rates for a specified period to raise additional
resources during any natural calamity or disaster; and

h. special provision with respect to the North-East States, J&K, Himachal
Pradesh and Uttarkhand.

5.1  The mechanism of GST Council would ensure some degree of harmonization on
different aspects of GST between the Centre and the States as well as among States. It is
being specifically provided that the GST Council, in its discharge of various functions,
shall be guided by the need for a harmonized structure of GST and for the development
of a harmonized national market for goods and services.

5.2  As per the provisions of the Amendment Bill, every decision of the GST Council
shall be taken by a majority of not less than 3 /4t of the weighted votes of the Members
present and voting. The vote of the Central Government shall have a weightage of 1/3rd
of the votes cast and the votes of all the State Governments taken together shall have a
weightage of 2/3rd of the total votes cast in the meeting. One half of the total number of
members of the GST Council shall constitute the quorum at its meetings.

5.3 The GST Council may decide about the modalities to resolve disputes arising out
of its recommendation.

6. The Constitution Amendment Bill is expected to be passed by the Rajya Sabha in
the ensuing monsoon session of Parliament. After ratification of the amendment bill by
50% of State Legislatures and receipt of assent by the President, the process of
enactment would be complete.

(b) Other Legislative Requirements

7. Suitable legislation for the levy of GST (Central GST Bill, Integrated GST Bill and
State GST Bills) drawing powers from the Constitution can be introduced in Parliament
or the State Legislatures only after the enactment of the Constitution Amendment Bill.
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Unlike the Constitutional Amendment which requires 2/3'¢ majority, the GST Bills
would need to be passed by a simple majority. Obviously, the levy of the tax can
commence only after the GST law has been enacted by the respective Legislatures. Also,
unlike the State VAT, the date of commencement of this levy would need to be
synchronized across the Centre and the States. This is because the IGST model cannot
function effectively unless the Centre and all the States participate simultaneously.

VI.Work on the Various Aspects of GST: Recent Developments and Work Ahead

(a) Model GST Law

8. The Model GST Law, jointly drafted by the tax officials of the Centre and States,
has been placed on the website of the Ministry of Finance on 14t June, 2016 for
suggestions/comments. The model CGST/SGST legislation contains 162 sections spread
over 25 Chapters and 4 Schedules. The draft sets out the provisions of taxable event,
taxable person, time of supply, valuation of supply and input tax credit. The draft also
deals with the various administrative and procedural aspects of levy, such as,
registration, filing of returns, assessment, payment of tax, maintenance of accounts,
refunds, audit, demands and recovery, inspection, search, seizure and arrest, offences
and penalties, prosecution, appeals and revision, advance ruling and transitional
provisions.

9. Under the GST regime, tax is payable by the taxable person on the supply of
goods and/or services. Liability to pay tax arises when the taxable person crosses the
threshold exemption, i.e. Rs.10 lakhs (Rs. 5 lakhs for NE States) except in certain
specified cases where the taxable person is liable to pay GST even though he has not
crossed the threshold limit. The CGST / SGST is payable on all intra-State supply of
goods and/or services and IGST is payable on all inter-State supply of goods and/or
services. Intra-State supply of goods and/or services refers to those transactions where
the location of the supplier and the place of supply are in the same State. Inter-State
supply of goods and/or services refers to those transactions where the location of the
supplier and the place of supply are in different States. The CGST /SGST and IGST are
payable at the rates specified in the Schedules to the respective Acts.

10.  The draft IGST law contains 33 sections divided into 11 Chapters. The draft, inter
alia, sets out the rules for determination of the place of supply of goods. Where the
supply involves movement of goods, the place of supply shall be the location of goods at
the time at which the movement of goods terminates for delivery to the recipient. Where
the supply does not involve movement of goods, the place of supply shall be the location
of such goods at the time of delivery to the recipient. In the case of goods assembled or
installed at site, the place of supply shall be the place of such installation or assembly.
Finally, where the goods are supplied on board a conveyance, the place of supply shall
be the location at which such goods are taken on board.
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10.1 The draft also sets out in detail the rules for determination of the place of
supply of services. As per the draft, the place of supply of services (other than some
specified services) made to a registered person shall be the location of such person and
that made to an unregistered person shall be the location of such person where the
address on record exists. In other cases, i.e. where the address on record is not available,
the place of supply shall be the location of the supplier of service. The draft law has also
set out rules for determining the place of supply of certain services like immovable
property, restaurant and catering, training and performance appraisal, admission to a
cultural, scientific or educational event, organization of a fair, exhibition etc.,
transportation of goods and passengers, telecommunications, banking, insurance,
advertisement and financial services.

10.2 The draft IGST law deals with the aspect of cross utilization of IGST credit. It has
been provided that on utilization of IGST credit for payment of CGST, the Central
Government shall transfer an amount equal to the credit so utilized from the IGST
account to CGST account. Likewise, on utilization of IGST credit for payment of SGST, the
Central Government shall transfer an amount equal to the credit so utilized from the
IGST account to the SGST account of the respective State Government. The draft
provides for apportionment of tax collected under this Act and settlement of funds. It
has also been provided that certain provisions of the CGST Act such as registration,
valuation, time of supply, exemption, ITC, audit, assessment, demands, adjudication,
refund, search, seizure and arrest, prosecution and appeals shall apply mutatis mutandis
to this Act.

11.  The Model Law has been drafted keeping in view certain policy objectives, such
as, clarity in tax laws, tax laws which are easy to administer, tax laws which are non-
adversarial and tax payer-friendly, and which improves “ease of doing business”. An
attempt has been made to provide a fair dispute resolution mechanism for tax payers
under GST. The highlights of the Model Law are as under:

Minimal interface

11.1 The physical interface between the tax payer and the tax authorities would be
minimal under GST. Certain important provisions in this regard are illustrated as under:

(i) Registration will be granted on line and shall be deemed to have been granted if no
deficiency is communicated to the applicant within 3 common working days by either of
the tax administration.

(ii) Taxable person shall himself assess the taxes payable (self-assessment) and credit it
to the account of the Government. The return filed by the tax payer would be treated as
self-assessed.

(iii) Payment of tax shall be made electronically through internet banking. Smaller
taxpayers shall be allowed to use the systems generated challan and pay tax over the
bank counter.
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(iv) The tax payer shall furnish the details of outward supplies electronically without
any physical interface with the tax authorities. Inward supply details would be auto-
drafted from the supply details filed by the corresponding suppliers.

(v) Tax payers shall file, electronically, monthly returns of outward and inward supplies,
ITC availed, tax payable, tax paid and other prescribed particulars. Composition tax
payers shall file, electronically, quarterly returns. Omission/incorrect particulars can be
self-rectified before the last date of filing of return for the month of September of the
following year or the actual date of filing of annual return, whichever is earlier.

(vi) Matching, reversal and reclaim of input tax credit shall be done electronically on the
GSTN portal without any tax payer contact. [This would prevent, inter alia, input tax
credit being taken on the basis of fake invoices or twice on the same invoice.]

(vii) Tax payers shall be allowed to keep and maintain accounts and other records in
electronic form.

Input tax credit

11.2 The provisions of input tax credit have been prone to litigation. The Model GST
law provides an elaborate mechanism for availment and utilization of ITC and seeks to
impart clarity with a view to minimizing disputes. The important provisions of the law
are as under:

(i) Tax payer is allowed to take credit of taxes paid on inputs (input tax credit), as self-
assessed, in his return.

(ii) Taxpayer can take credit of taxes paid on all goods and services, other than a few in
the negative list, and utilize the same for payment of output tax.

(iii) Credit of taxes paid on inputs can be taken where the inputs are used for business
purposes or for making taxable supplies.

(iv) Full input tax credit shall be allowed on capital goods on its receipt as against the
current Central Government and many State Government practice of staggering the
credit in two or three equal instalments.

(v) Unutilized input tax credit can be carried forward.

(vi) The facility of distribution of input tax credit for services amongst group companies
has been provided for through the mechanism of Input Service Distributor (ISD).

Refund

11.3 Refund provisions have been simplified and made more taxpayer friendly. Some
of the important provisions of the Model GST Law are as under:
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(i) Time limit for claiming refund has been increased from one year to two years.

(ii) Refund claim along with documentary evidence is to be filed online without any
physical interface and the tax refund will be directly credited to the nominated bank
account of the applicant. Besides, refund of inadvertent/excess payment can be claimed
through return also.

(iii) Refund shall be granted within 90 days from the date of receipt of complete
application. Interest is payable if refund is not sanctioned within the stipulated period of
90 days.

(iv) If the refund claim is less than Rs. 5 lakhs, there is no need for the claimant to
furnish any documentary evidence that he has not passed on the incidence of tax to any
other person. Only a self-certification to this effect would suffice.

(v) Refund of input tax credit shall be allowed in case of exports or where the credit
accumulation is on account of inverted duty structure (i.e. where the tax rate on output
is higher than that on inputs).

(vi) In case of refund claim on account of exports, 80% of the claim shall be paid
immediately on a provisional basis without verification of documentary evidence.

Demands

11.4 Keeping in view complaints of long delays in issuance of adjudication orders, a
new concept of sunset clause for tax disputes has been introduced. The important
provisions in this regard are as under:

(i) Adjudication order shall be issued within 3 years of filing of annual return in normal
cases.

(ii) The time limit is 5 years (from filing of annual return) in fraud/suppression cases.

(iii) There are no separate time lines for issue of SCN and adjudication order, as at
present under Central Laws.

(iv) Provisions for settlement of cases have been made available to taxpayers at every
stage, right from audit/investigation to the stage of passing of adjudication order and
even thereafter.

(v) Penalty is Nil or minimal if the tax short paid / non-paid is deposited along with
interest at the stage of audit/investigation.

(vi) The officer shall in his order set out the relevant facts and the basis of his decision.

(vii) The amount of tax, interest and penalty demanded in the order shall not be in
excess of the amount specified in the notice.
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(viii) No demand shall be confirmed on grounds other than the grounds specified in the
notice.

Audit

11.5 The manner of conducting audit has been a sore point with the taxpayers. In the
Model GST Law, certain disciplines have been brought in, as enumerated below, to
streamline the process of audit.

(i) It is not necessary that in all cases the tax authorities would have to visit the place of
business of the taxpayer for conducting audit. The audit can even be conducted at the
office of the tax authorities.

(ii) Tax payer shall be informed sufficiently in advance, not less than 15 working days,
prior to the conduct of audit.

(iii) The audit shall be carried out in a transparent manner and completed generally
within a period of 3 months from the date of commencement of audit.

(iv) On conclusion of audit, the proper officer shall without delay notify the taxable
person of the findings, the taxable person’s rights and obligations and reasons for the
findings.

Penalty disciplines

11.6  Another area of dissatisfaction of the taxpayers has been the propensity of the tax
authorities to impose disproportionately high penalties for breaches of law which may
not be that serious. In order to address this concern, certain general disciplines, as
mentioned below, have been incorporated in the Model GST Law.

(i) No substantial penalties shall be imposed for minor breaches of tax regulations or
procedural requirements.

(ii) No penalty shall be imposed in respect of any omission or mistake in documentation
which is easily rectifiable and obviously made without fraudulent intent or gross
negligence.

(iii) Penalty shall be commensurate with the degree and severity of the breach.

(iv) No penalty shall be imposed without issue of Show Cause Notice (SCN) and without
giving personal hearing to the concerned person.

(v) Reasoning is to be given in the order, specifying the nature of the breach and the
applicable laws or procedure.

(vi) In case of voluntary disclosure of breach, the tax authorities may consider this fact
as a potential mitigating factor when establishing a penalty for that person.
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Alternate dispute resolution mechanism

11.7 The various modes of dispute resolution like advance ruling and Settlement
Commission have been continued under GST law. The salient features are as under:

(i) Advance ruling can be sought in respect of more subjects than allowed at present.
The subjects are: classification of goods/or services, method of valuation, rate of tax,
admissibility of input tax credit, liability to pay tax, liability to take registration and
whether a particular transaction amounts to a supply under GST law.

(ii) Advance ruling can be sought not only for new activities but also for existing
activities.

(iii) The facility of appeal, which is not there under the Central law, has been provided in
the Model GST Law. The applicants or the Department, if aggrieved by the advance
ruling, would henceforth get the opportunity to file an appeal before the Appellate
Authority for revision of the ruling.

(iv) The provision of Settlement Commission has been included in the IGST Law.
Transitional provisions

11.8 Inthe Model GST law, elaborate transitional provisions have been made to enable
smooth migration of tax payers from the present regime to GST. The important
provisions in this regard are:

(i) The existing taxpayers shall be issued a certificate of registration valid for 6 months.
Upon furnishing of prescribed information, registration shall be granted on a final basis.

(ii) The amount of CENVAT credit / VAT carried forward in a return shall be allowed to
be taken as input tax credit subject to certain conditions. Un-availed CENVAT credit on
capital goods, not carried forward in a return, shall also be allowed as ITC subject to
certain conditions.

(iii) Credit of eligible duties and taxes in respect of inputs held in stock shall be allowed
to a registered taxable person subject to fulfilment of certain conditions.

(iv) Credit of eligible duties and taxes in respect of inputs held in stock shall be allowed
to a taxable person upon switching over from the composition scheme to the normal
scheme.

(v) No tax is payable on the goods removed/despatched earlier but returned to the place
of business within a period of 6 months after the introduction of GST.

(vi) Likewise, no tax shall be payable on the inputs, semi-finished goods and finished
goods removed/despatched earlier for job work or for carrying out certain processes
and returned to the place of business within a period of 6 months after the introduction
of GST.
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(vii) Pending refund claims shall be disposed of in accordance with the provisions of
earlier law and the amount of refund shall be paid to the claimant in cash, subject to
certain conditions.

(viii) Pending claim of CENVAT credit /input tax credit shall be disposed of in
accordance with the provisions of earlier law and the amount of credit shall be paid to
the claimant in cash, subject to certain conditions.

(ix) No tax shall be payable on the supply of goods and /or services made before the
introduction of GST where a part of consideration for the said supply is received on or
after the introduction of GST, but the full duty or tax payable on such supply has already
been paid under the earlier law.

(x) No tax shall be payable on the goods sent on approval basis before the introduction
of GST but which are rejected and returned to the supplier within 6 months from the
introduction of GST.

Other provisions of Model GST Law

11.9 The Model Law contains several other provisions which are taxpayer friendly and
are meant for facilitating trade and industry. The provisions worth mentioning here are:

(i) Valuation of goods shall be done on the basis of transaction value i.e. the invoice
price, which is the current practice under the Central Excise and Customs Laws.

(ii) Taxpayers are allowed to issue supplementary or revised invoice in respect of a
supply made earlier.

(iii) The facility of provisional assessment to tax payers in cases where he is unable to
determine the value or rate of tax has been allowed.

(iv) Taxpayers are allowed to file the details of inward and outward supplies, and the
various returns through Tax Return Preparers registered with tax administration.

(v) Tax payments for all months shall be made in the succeeding month. Tax dues of
March are thus to be paid in April and not March, as at present in the Central
Government. Composition taxpayers filing quarterly returns and thereby paying tax on a
quarterly basis will be required to pay tax in the month succeeding the quarter-end.

(vi) New modes of payment of tax are being introduced, viz. through credit and debit
cards, National Electronic Fund Transfer (NEFT) and Real Time Gross Settlement
(RTGS).

(vii) The facility of job work has been continued under the GST regime.

(viii) E-Commerce companies are required to collect tax at source in relation to any
supplies made through their online platforms, under market place and fulfilment model,
at the rate notified by the Government.
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(ix) The Commissioner has been empowered to grant extension of time for payment of
certain tax dues or allow payment of such amount in monthly instalments to the tax

payer.

(x) Exports shall be treated as zero rated supply. No tax is payable on exports but credit
of the input tax related to that supply shall be admissible and the same can be claimed as
refund by them.

(xi) Provision has been made for the Government to provide remission of tax on supplies
which are found to be deficient in quantity due to any natural causes.

(xii) A separate schedule (schedule II) has been provided to clarify certain types of
supply as either supply of goods or of services. For example, supply of intangibles, works
contract supplies, lease transactions and restaurant supplies are categorised as supply
of services. Hopefully, this would put an end to the prevailing confusion on their tax
treatment.

(b) GST Rules and Regulations

12. Preparation of GST Rules and Regulations is another major area of work which
needs to be completed well in advance before the implementation of GST. Rules and
Regulations are to be jointly drafted by the officials of the Central and State
Governments. The CBEC has set up a Working Group for this purpose.

(c) IT preparedness

13. Putting in place a robust IT network is an absolute must for implementation of
GST. A Special Purpose Vehicle called the GSTN has been set up to cater to the needs of
GST. The GSTN shall provide a shared IT infrastructure and services to Central and State
Governments, tax payers and other stakeholders for implementation of GST. The
functions of the GSTN would, inter alia, include: (i) facilitating registration; (ii)
forwarding the returns to Central and State authorities; (iii) computation and settlement
of IGST; (iv) matching of tax payment details with banking network; (v) providing
various MIS reports to the Central and the State Governments based on the tax payer
return information; (vi) providing analysis of tax payers’ profile; and (vii) running the
matching engine for matching, reversal and reclaim of input tax credit.

13.1 The GSTN is developing a common GST portal and applications for registration,
payment, return and MIS/reports. The GSTN would also be integrating the common GST
portal with the existing tax administration IT systems and would be building interfaces
for tax payers. Further, the GSTN is developing back-end modules like assessment, audit,
refund, appeal etc. for 19 States and UTs (Model II States). The CBEC and Model I States
(15 States) are themselves developing their GST back-end systems. Integration of GST
front-end system with back-end systems will have to be completed and tested well in
advance for making the transition smooth.
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(d) Training and Workshops

14. A detailed calendar has since been drawn up for training the Central and State
Government officers and staff on GST law, regulations and procedure. Some 10 officers
from the Central Government and 15 officers from the State Governments have been
identified as Source Trainers who would be training a pool of some 300 Master Trainers
of the Central Government/State Governments who, in turn, would be training some
1600 Trainers drawn from the Central Government and State Governments. The
Trainers would then train some 70,000 Central/State Government tax officials at the
field level. Presentations and training materials are being prepared with the help of ICAI
for this purpose. Training courses would be held at the various locations of the country.

14.1 Training of trade and industry on GST law and procedure is equally important. It
has been decided to hold seminars/workshops in 50 cities spread across the country to
prepare and educate the trade and industry on GST law, rules, regulations and
procedure. Sectoral seminars/workshops for specific sectors such as IT, E-commerce,
telecommunications and financial services are proposed to be organised at Bangalore
and Mumbai. Further, the GSTN would be imparting training to the Master Trainers on
GST IT systems who would, in turn, be imparting training to Central/State Government
officials and trade & industry. Creating consumer awareness about the benefits of GST is
also part of the work plan which needs to be completed before the introduction of GST.

VII. Conclusion

15.  The target date for introduction of GST is 1st April 2017. Introduction of this
transformational tax reform is expected to broaden the tax base, increase tax
compliance and reduce economic distortions caused by inter-State variations in taxes.
GST will boost economic activity and will benefit everyone. It will streamline the tax
administration, avoid harassment of the business and result in higher revenue collection
for the Centre and States. Compliance costs for the industry will go down. Last but not
the least, it will create more jobs.
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2. Levy of and Exemption from Tax

INTRODUCTION:

As understood traditionally in Economics, a good taxation system should meet
five basic conditions: fairness, adequacy, simplicity, transparency, and administrative
ease . To achieve these, the legal framework of a taxation system should be oriented
towards the same. The legality of any tax is established largely by some key aspects like
the power to levy tax, the incidence of tax, the liability of being taxed ,exemptions from
being taxed and if there are any special provisions made in consonance with the socio-
economic milieu of the country in which the tax is being introduced. These are largely
covered under Chapter Illof the Model GST Act. This write up would explicate these
aspects thus attempting to give the reader an understanding of the legal foundations of
the new taxation system.

THE POWER TO LEVY TAX:

2. The power to levy tax is drawn from the Indian Constitution as it is the
fundamental law and source of all laws therein. Since G.S.T. requires different kind of
taxation powers than provided for in the present Constitution thus certain
Constitutional Amendments have been necessitated in this context.

3. The 122rdConstitutional Amendment Bill is introducing Article 246A which would
confer simultaneous powers on both the Parliament and State Legislatures to make laws
with respect to goods and services tax imposed by the Union or by such State. The
Article is as follows:

Article 246A :

(1) Notwithstanding anything contained in articles 246 and 254, Parliament, and,
subject to clause (2), the Legislature of every State, have power to make laws with
respect to goods and services tax imposed by the Union or by such State.

(2) Parliament has exclusive power to make laws with respect to goods and services
tax where the supply of goods, or of services, or both takes place in the course of
inter-State trade or commerce.

Explanation.—The provisions of this article, shall, in respect of goods and services
tax referred to in clause (5) of article 2794, take effect from the date recommended
by the Goods and Services Tax Council.”

4, In pursuance of the same Section 7 of the Model GST Act levies CGST /SGST and
Section 4 of the Model IGST Act levies IGST. These are further elucidated upon in the
description of the incidence of tax.
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THE INCIDENCE OF TAX:

5. The incidence of tax is perhaps the foundation stone of any taxation system. It
determines the point at which tax would be levied , i.e. the taxable event. Presently
different taxes in India have differing taxable events e.g. : V.A.T. is levied on sale and
purchase of goods and follows the destination - based principle of taxation ; Excise tax
is levied on the manufacture of goods and follows the origin-based principle of taxation.
Similarly the taxable event for GST would be supply of goods and services and would
follow the destination - based principle of taxation. The incidence of tax for CGST , SGST
and IGST according to the Model Acts is explained as follows .

THE INCIDENCE OF CGST AND SGST :

6. Section 7(1) of the CGST /SGST Act levies the tax on all intra-State supplies of
goods and/or services.Section 7(3)levies CGST/SGST on specific categories of supply of
goods and/or services on which tax is payable on reverse charge basis. These will be
notified by the Central/State government (on the recommendation of the GST Council)
[ Note : Reverse charge means the liability to pay tax by the person receiving goods
and / or services instead of the person supplying the goods and / or services (Section
2(85)]. The Section is cited as follows :

Section 7 :

(1)There shall be levied a tax called the Central/State Goods and Services Tax
(CGST/SGST) on all intra-State supplies of goods and/or services at the rate
specified in the Schedule . . . to this Act and collected in such manner as may be
prescribed.

(2) The CGST/SGST shall be paid by every taxable person in accordance with the
provisions of this Act.

(3) Notwithstanding anything contained in sub-section (2), the Central or a State
Government may, on the recommendation of the Council, by notification, specify
categories of supply of goods and/or services the tax on which is payable on reverse
charge basis and the tax thereon shall be paid by the person receiving such goods
and/or services and all the provisions of this Act shall apply to such person as if he is
the person liable for paying the tax in relation to such goods and/or services.

THE INCIDENCE OF IGST :

7. Section 4(1) levies IGST on all supplies of goods and/or services made in the
course of inter-State trade or commerce. Section 4(3) levies IGST on specific categories
of supply of goods and/or services the tax on which is payable on reverse charge basis.
These are to be notified by the Central/State government ( on the recommendation of
the GST Council) Section 4 of IGST Act is cited as follows :
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Section 4 :

(1) There shall be levied a tax called the Integrated Goods and Services Tax on all
supplies of goods and/or services made in the course of inter-State trade or
commerce at the rate specified in the Schedule to this Act and collected in such
manner as may be prescribed.

(2) The Integrated Goods and Services Tax shall be paid by every taxable person in
accordance with the provisions of this Act.

(3) Notwithstanding anything contained in sub-section (2), the Central Government
may, on recommendation of the Council, by notification, specify categories of supply
of goods and/or services the tax on which is payable on reverse charge basis and the
tax thereon shall be paid by the person receiving such goods and/or services and all
the provisions of this Act shall apply to such person as if he is the person liable for
paying the tax in relation to such goods and/or services.

(4) Notwithstanding anything contained in sub-section (1) but subject to such
conditions as may be notified in this behalf, no tax under this Act shall be payable by
any taxable person in respect of such supplies of goods and/or services as are
specified in Schedule. .. to the Act.

8. Thus it has been well established that at what point tax is to be levied in the new
taxation regime. Now the question arises that the tax is to be levied on whom. The next
section of the write-up dwells on this very aspect of who is liable to be taxed.

THE LIABILITY OF BEING TAXED :

9. This is a critical aspect to understand especially from the perspective of those
who have to pay tax and also for tax administrators. The legal definitions in this regard
are the foundation stones of the entire taxation ecosystem .

THE LIABILITY OF BEING TAXED FOR CGST/SGST :

10.  This has been duly laid out in the Act. In the Chapter on definitions, Section 2(96)
defines a taxable person which is further elaborated upon in Section 9 and Section 7(2)
binds every taxable person to pay CGST/ SGST. Section 9 refers to Schedule III which
explains that who is liable to be registered under the Act. Section 9 also lays down the
threshold limit ( of the gross annual turnover , which would include exempt supplies and
exports) which would mark the advent of anyone into the fold of being called a taxable
person. It has been set as Rupees ten lakh. This limit has been set as Rupees 5 lakh in
the case of North -eastern states (including Sikkim). Section 9(3) lays down that who
shall not be considered as taxable persons under the Act. The relevant Sections are cited
as follows :

Section 2 (96):

taxable person shall have the meaning as assigned to it in section 9 of this Act;
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Section 9:

(1) Taxable Person means a person who carries on any business at any place in
India /State of ___ and who is registered or required to be registered under Schedule
III of this Act:

Provided that an agriculturist shall not be considered as a taxable person.

Provided further that a person who is required to be registered under paragraph 1
of Schedule III of this Act shall not be considered as a taxable person until his
aggregate turnover in a financial year exceeds [Rs ten lakh]

Provided further that a person who is required to be registered under paragraph 1
of Schedule III of this Act shall not be considered as a taxable person until his
aggregate turnover in a financial year exceeds [Rs five lakh]

[This threshold of 5 lacs will apply only if a taxable person conducts his business in
any of the NE States including Sikkim.]

(2) The Central Government, a State Government or any local authority shall be
regarded as a taxable person in respect of activities or transactions in which they
are engaged as public authorities other than the activities or transactions as
specified in Schedule 1V to this Act.

(3) The following persons shall not be considered as taxable persons for the
purposes of this Act -
(a) any person who provides services as an employee to his employer
in the course of, or in relation to his employment, or by any other legal
ties creating the relationship of employer and employee as regards
working conditions, remunerations and employer’s liability;
(b) any person engaged in the business of exclusively supplying goods
and/or services that are not liable to tax under this Act;

(c) any person, liable to pay tax under sub-section (3) of section 7,

receiving services of value not exceeding rupees in a year for
personal use, other than for use in the course or furtherance of his
business.

Section 7(2) :

Every Taxable person shall pay CGST / SGST in accordance with the
provisions of this Act

11.  The Proviso to Section 9(1) provides that an Agriculturist will not be included in
a taxable person. In this context the Chapter on definition defines an agriculturist and
agriculture as follows :
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Section 2(8):

Agriculturist means a person who cultivates land personally, for the purpose of
agriculture .

Section 2(7):

Agriculture with all its grammatical variations and cognate expressions, includes
floriculture, horticulture, sericulture, the raising of crops, grass or garden produce
and also grazing, but does not include dairy farming, poultry farming, stock
breeding, the mere cutting of wood or grass, gathering of fruit, raising of man-
made forest or rearing of seedlings or plants;

Explanation.- For the purpose of this clause, the expression ‘forest’ means the forest
to which the Indian Forest Act, 1927 applies .

12.  Further Section 9(2) brings government bodies within the ambit of a taxable
person but making an exception at the same time that they would be excluded if they are
engaged in the sort of activities listed in Schedule IV. In this context Schedule IV has
been cited as follows :

SCHEDULE 1V

Activities or transactions in respect of which the Central Government, a State
Government or any Local Authority shall not be regarded as a taxable person

(Indicative List)

1. Services provided by a Government or local authority to another Government
or localauthority excluding the following services:

(1) services by the Department of Posts by way of speed post, express parcel
post, life insurance and agency services;

(ii)  services in relation to an aircraft or a vessel , inside or outside the
precincts of a port or an aircraft; or
(iii)  transport of goods or passengers.

2. Services provided by a Government or local authority to individuals in
discharge of its statutory powers or functions such as-

(i) issuance of passport, visa, driving licence, birth certificate or death
certificate; and

(ii)  assignment of right to use natural resources to an individual farmer for
the purpose of agriculture.
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3.

Services provided by a Government or local authority or a governmental

authority by way of:

5.

6.

(1)

(i)

(i)

(ii)

(iii)
(iv)

any activity in relation to any function entrusted to a municipality under
article 243 W of the Constitution;

any activity in relation to any function entrusted to a Panchayat under
article 243 G of the Constitution;

health care; and

education.

Services provided by Government towards-

(i)

(ii)
(iii)
(iv)
(v)

(vi)

diplomatic or consular activities;

citizenship, naturalization and aliens;

admission into , and emigration and expulsion from India;

currency, coinage and legal tender, foreign exchange;

trade and commerce with foreign countries , import and export across
customs frontiers, interstate trade and commerce; or

maintenance of public order.

Any services provided by a Government or a local authority in the course of
discharging any liability on account of any tax levied by such Government or authority.

Services provided by a Government or a local authority by way of -

tolerating non-performance of a contract for which consideration in the form of
fines or liquidated damages is payable to the Government or the local authority
under such contract; or

assignment of right to use any natural resource where such right to use was
assigned by the Government or the local authority before the 1st April, 2016:
Provided that the exemption shall apply only to service tax payable on one time charge
payable, in full upfront or in instalments, for assignment of right to use such natural

resource:

Explanation.- Periodic payment required to be made not exempt.

7.

Services provided by Government by way of deputing officers after office hours
or on holidays for inspection or container stuffing or such other duties in relation
to import or export of cargo on payment of Merchant Overtime Charges (MOT).

Services provided by Government or a local authority by way of-

(i)
(i)

registration required under any law for the time being in force; or

testing, calibration, safety check or certification relating to protection or
safety of workers, consumers or public at large, required under any law
for the time being in force.
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Definitions:
1. Governmental Authority means a board, or an authority or any other body
established with 90% or more participation by way of equity or control by Government
and set up by an Act of the Parliament or a State Legislature to carry out any function
entrusted to a municipality under article 243W or a Panchayat under article 243G of the
Constitution.
2. Health care services means any service by way of diagnosis or treatment or care
for illness, injury, deformity, abnormality or pregnancy in any recognised system of
medicines in India and includes services by way of transportation of the patient to and
from a clinical establishment, but does not include hair transplant or cosmetic or plastic
surgery, except when undertaken to restore or to reconstruct anatomy or functions of
body affected due to congenital defects, developmental abnormalities, injury or trauma.
3. Education services means services by way of—

i) pre-school education and education up to higher secondary school or
equivalent;

ii) education as a part of a curriculum for obtaining a qualification recognised by

any law for the time being in force; or

iii) education as a part of an approved vocational education course.

THE LIABILITY OF BEING TAXED FOR IGST :

The liability to be taxed for IGST has not been laid out separately. Rather Section
2(2) provides that all those terms which have not been defined in this Act will have the
same meaning as in the CGST Act. Thus a taxable person as defined in the Model CGST
Act will be applicable for the IGST Act as well. In this context Section 2(2) of the IGST Act
has been cited as follows :

Section 2(2):
Words and expressions not defined in this Act shall have the meaning assigned to
them in the Central Goods and Service Tax Act, 2016.

Further Schedule III of the CGST Act provides that persons making any inter-State
taxable supply would be required to be registered irrespective of the threshold
specified. Thus the CGST Act itself determines the liability to be taxed under IGST .

Thus it has been established that who will levy tax on whom. But as mentioned in
the Introduction itself there are certain special provisions to be made in consonance
with the socio-economic milieu of a country. Such a provision has been made in the form
of a Composition levy. It will be explored further in the next section.
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COMPOSITION LEVY:

It is a special provision for taxable persons with aggregate turnover below fifty lakh
rupees. They would not be part of the credit chain and would not be able to pass on the
tax to consumers. The tax levied on them would be a certain percentage (not less than
one percent) of the turnover during the year. The proper officer of the Central or a State
Government may permit a registered taxable person to avail this special facility. The
provisions in detail in this respect have been laid out in Section 8 of the Model
CGST/SGST Act. There is a caveat in this that this would not be available for those
effecting inter-state supply. Section 8 has been cited as below.

Section 8 :

(1) Notwithstanding anything to the contrary contained in the Act but subject to
sub-section (3) of section 7, on the recommendation of the Council, the proper officer
of the Central or a State Government may, subject to such conditions and
restrictions as may be prescribed, permit a registered taxable person, whose
aggregate turnover in a financial year does not exceed [fifty lakh of rupees], to pay,
in lieu of the tax payable by him, an amount calculated at such rate as may be
prescribed, but not less than one percent of the turnover during the year:

Provided that no such permission shall be granted to a taxable person who effects
any inter-State supplies of goods and/or services.

Provided further that no such permission shall be granted to a taxable person
unless all the registered taxable persons, having the same PAN as held by the said
taxable person, also opt to pay tax under the provisions of this sub-section.

(2) A taxable person to whom the provisions of sub-section (1) apply shall not
collect any tax from the recipient on supplies made by him nor shall he be entitled to
any credit of input tax.

(3) If the proper officer has reasons to believe that a taxable person was not
eligible to pay tax under sub-section (1), such person shall, in addition to any tax
that may be payable by him under other provisions of this Act, be liable to a penalty
equivalent to the amount of tax payable as aforesaid:

Provided that no penalty shall be imposed without giving a notice to show cause and
without affording a reasonable opportunity of being heard to the person proceeded
against.

Besides these special provisions exemptions can also be made for certain
category of taxable persons or even goods or services from being taxed. The provisions
in relation to these are explained in the next section.

EXEMPTIONS FROM BEING TAXED :

As discussed in the previous section , exemptions from tax are sometimes needed
to be made . These are often the need of the hour or sometimes made to protect certain
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products or taxable persons. The Powers to make such exemptions have been conferred
in Section 10 of the Act. The relevant Section is cited as follows :

Section 10:

(1) If the Central or a State Government is satisfied that it is necessary in the
public interest so to do, it may, on the recommendation of the Council, by
notification, exempt generally either absolutely or subject to such conditions as may
be specified in the notification, goods and/or services of any specified description
from the whole or any part of the tax leviable thereon.

Explanation.- Where an exemption under sub-section (1) in respect of any goods
and/or services from the whole of the tax leviable thereon has been granted
absolutely, the taxable person providing such goods and/or services shall not pay
the tax on such goods and/or services.

(2) If the Central or a State Government is satisfied that it is necessary in the
public interest so to do, it may, on the recommendation of the Council, by special
order in each case, exempt from payment of tax, under circumstances of an
exceptional nature to be stated in such order, any goods and/or services on which
tax is leviable.

(3) The Central or a State Government may, if it considers necessary or expedient
so to do for the purpose of clarifying the scope or applicability of any notification
issued under sub-section (1) or order issued under sub-section (2), insert an
explanation in such notification or order, as the case may be, by notification at any
time within one year of issue of the notification under sub-section (1) or order under
sub-section (2), and every such explanation shall have effect as if it had always been
the part of the first such notification or order, as the case may be.

(4) Every notification issued under sub-section (1) or sub-section (3)and every
order issued under sub-section (2) shall
(a) unless otherwise provided, come into force on the date of its issue by the Central
or a State Government for publication in the Official Gazette; and
(b) be made available on the official website of the department of the Central or a
State Government.

In a similar vein , certain other exceptions can also be made while levying tax .
There can be remission of tax on supplies found to be deficient in quantity. It has been
described in the next section.

REMISSION OF TAX ON SUPPLIES FOUND DEFICIENT IN QUANTITY :

This is an exception which can be made in the case of supplies which are found to
be deficient in quantity due to any natural causes. The Rules to be made would also fix
the limit of percentage beyond which no remission can be allowed. These powers have
been conferred upon the Central and State government by Section 11 of the Act. The
relevant Section is cited as below.
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Section 11 :

(1) The Central or a State Government may, by rules made under this sub-section,
provide for remission of tax on such supplies which are found to be deficient in
quantity due to any natural causes.

(2) Any rules made under sub-section (1) may, having regard to the nature of the
supply, fix the limit or limits of percentage beyond which no such remission shall be
allowed.

CONCLUSION:

The legal and conceptual foundations of the Goods and Services Tax have thus
been laid out. The power to levy GST is drawn from Article 246A proposed in the
Constitutional Amendment Act. In pursuance of the same Section 7 of the CGST / SGST
Act and Section 4 of the IGST Act levy the respective taxes also determining the
incidence of the respective taxes therein. Subsequently Section 7 along with Section 9
and Schedule III also lay down the liability to be taxed. Section 8 explicates the special
case of Composition Levy and Section 10 has imbibed within it the special nature of the
Indian State conferring special powers on the government for making exemptions from
tax. Thus the legality of the tax has been established and the path has been paved for
understanding the procedural intricacies of the proposed taxation regime.
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3. Registration: Law, Business Process
and Transitional Provisions

Registration of any business entity under Model GST Law (have been referred here as law
or Act) implies obtaining a unique number from the concerned tax authorities so that all the
operations of and data relating to the business can be processed and agglomerated in
seamless manner with a view to allow smooth flow of Input Tax Credit and also ultimately
flow of fund in inter sate transactions. Without registration, a person can neither collect tax
from his customers nor claim any input tax credit of tax paid by him. In any tax system this
is the most fundamental requirement for identification of tax payers ensuring tax
compliance in the economy. Registration will confer following advantages to a taxpayer:
e Heislegally recognized as supplier of goods or services.
e He is legally authorized to collect tax from his customers and pass on the credit of
the taxes paid on the goods or services supplied to the purchasers/ recipients.
e He can claim input tax credit of taxes paid and can utilize the same for payment of taxes
due on supply of goods or services.
e Seamless flow of fund from Centre / Exporting States to IGST Fund and then to
importing States.

e Seamless flow of Input Tax Credit from suppliers to recipients at the national level.

Liability for Registration:
2. Liability for obtaining registration is explained in Schedule III of draft Model GST
law. There will be State-wise registration i.e. GSTIN for CGST, SGST and IGST.

No Centralized Registration in GST:

The Constitutional Amendment Bill empowers both the Centre and the State to levy GST on
supply of goods and services. In case taxpayer has business establishments in more than one
States and if he supplies goods / services from such business establishments, he shall be
liable to pay GST and shall be required to be registered in each State where he has his

business establishments. Therefore, there can’t be Centralized registration in GST.
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3. Liability for Registration Based on Aggregate Turnover:
3.1  Every supplier shall be liable to be registered under this Law in the State from
where he makes a taxable supply of goods and/or services if his aggregate turnover in a
financial year exceeds threshold:

e Threshold for registration is [Rs. 9 Lakh]

e Threshold in north eastern States including Sikkim is [Rs. 4 Lakh]
Note: however certain categories of persons will be liable to get registered irrespective

of threshold. [See para 5 of Schedule III]

Note: Excluding cases where threshold is not applicable, the liability to pay tax ,
however, will start only when the registered person reaches a threshold limit of

turnover [Rs.10 lakhs] and [Rs. 5 lakhs] respectively. [See section 9 (1)]

What is the meaning of aggregate turnover?

As per section 2 (6) of the Law, aggregate turnover includes the aggregate value of:
e qall taxable and non-taxable supplies,
e exempt supplies, and
e exports of goods and/or service

of a person having the same PAN, to be computed on all India basis and excludes taxes

charged under the CGST Act, SGST Act and the IGST Act:
Aggregate turnover does not include:
e value of supplies on which tax is levied on reverse charge basis, and

® value of inward supplies.

3.2 The taxable threshold shall include all supplies made by the taxable person,
whether on his own account or made on behalf of all his principals (by an agent).

3.3 The supply of goods, after completion of job-work, by a registered job-worker
shall be treated as the supply of goods by the “principal” and the value of such goods
shall not be included in the aggregate turnover of the registered job worker.

3.4 Exemption from Registration:
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3.4.1 Supplier shall not be liable to registration if his aggregate turnover consists of

only goods and/or services which are not liable to tax under this Act.

Examples:
e Taxpayers are engaged in supply of exempted goods.
e Taxpayers are engaged only in supply of goods which are outside purview of GST
like liquor, petrol, diesel, crude oil, etc.

¢ An individual importing service for personal consumption will not be liable to pay

GST under reverse charge and therefore not liable to register under GST.

3.4.2 As per section 19 (12) of the Law, the Central or a State Government may, on the
recommendation of the Council, by notification, specify the category of persons who may
be exempted from obtaining registration under this Act.
3.5 Threshold shall not be applicable to the following categories of persons i.e. they
are required to be registered irrespective of the threshold:
i.  persons making any inter-State taxable supply, irrespective of the threshold
specified under paragraph 1;
ii. casual taxable persons, irrespective of the threshold specified under
paragraph 1;
iii.  persons who are required to pay tax under reverse charge, irrespective of the

threshold specified under paragraph 1;

iv.  non-resident taxable persons, irrespective of the threshold specified under
paragraph 1;

v.  persons who are required to deduct tax under section 37;

vi.  persons who supply goods and/or services on behalf of other registered

taxable persons whether as an agent or otherwise, irrespective of the

threshold specified under paragraph 1;
vii.  input service distributor;

vili.  persons who supply goods and/or services, other than branded services,
through electronic commerce operator, irrespective of the threshold specified

in paragraph 1;

ix.  every electronic commerce operator, irrespective of the threshold specified in

paragraph 1;
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X.  an aggregator who supplies services under his brand name or his trade name,

irrespective of the threshold specified in paragraph 1; and

xi.  such other person or class of persons as may be notified by the Central
Government or a State Government on the recommendations of the Council.

3.6 A person may be liable for registration but may not be liable for payment of

tax: Threshold for registration is given in paragraph 1 of Schedule III of the Act which is

either [Rs. 9 Lakh] or [Rs. 4 Lakh] for north eastern States including Sikkim. However as

per proviso to section 9 (1) of the Act, such person may not be considered as taxable

person for payment of tax until his aggregate turnover in a financial year exceeds [Rs ten

lakh] or [Rs five lakh] for north eastern States including Sikkim. Thus a person may be

registered under the Act but may not be liable for payment of tax.

4. Liability to be registered by existing registered person under the earlier
law:

Every person who is registered under an earlier law on the day immediately preceding

the date of implementation of GST shall be liable to be registered with effect from the

day the GST gets implemented.

5. Liability on transfer of business:

5.1 Where a business carried on by a taxable person is transferred, whether on
account of succession or any other reason, to another person as a going concern, the
transferee, or the successor, shall be liable to be registered with effect from the date of
such transfer or succession.

5.2  Where the business is transferred pursuant to sanction of a scheme or an
arrangement for amalgamation or, as the case may be, de-merger of two or more
companies by an order of a High Court, the transferee shall be liable to be registered
with effect from the date on which the Registrar of Companies issues a certificate of

incorporation giving effect to such order of the High Court.

Application for Registration:

6. Application for compulsory registration:

6.1 Application for single registration: As per section 19 (1) of the Act, every
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person who is liable to be registered under Schedule III of this Act is required to apply
for registration in every such State in which he is so liable within thirty days from the
date on which he becomes liable for registration. The manner to make an application
and conditions will be prescribed in the Rules.

6.1.1 As per the proviso to section 19 (1), the persons who are registered under the
earlier law shall not be required to apply for fresh registration. Separate procedure for
migration will be prescribed in the Rules. However the Input Service Distributors who

are registered under an earlier law shall be required to apply for fresh registration.

What is the meaning of Input Service Distributors?

As per section 2 (56) of the Act, “ Input Service Distributor” means an office of the
supplier of goods and / or services which receives tax invoices issued under section 23
towards receipt of input services and issues tax invoice or such other document as
prescribed for the purposes of distributing the credit of CGST or (SGST in State Acts) and
/ or IGST paid on the said services to a supplier of taxable goods and / or services having
same PAN as that of the office referred to above;

Explanation.- For the purposes of distributing the credit of CGST (SGST in State Acts) and

/ or IGST, Input Service Distributor shall be deemed to be a supplier of services.

As per the decisions taken by the GST law Committee:

single registration for ISD & for his normal business activity).

2. Ataxable person can have multiple ISDs across the country.

1. There shall be separate registration for ISD (i.e. a taxable person shall not have a

6.2  Application for multiple registrations: As per section 19 (2) of the draft law, a
person having multiple business verticals in a State may be allowed to obtain a separate
registration for each business vertical. Conditions for having multiple registrations will

be prescribed in the Rules.

7. Application for voluntary registration: As per section 19 (3) of the Act, a
person who is not liable to be registered under Schedule III, may apply for voluntary
registration. The person who gets himself registered voluntarily shall be liable for

payment of tax.

8. Failure to apply for registration: As per section 19 (5) of the Act, a person, who
is liable to be registered under this Act, fails to apply for registration, the tax authority

will proceed to register such person. The manner to grant registration will be prescribed
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in the Rules.

Procedure for obtaining Registration:
This procedure is based on the report of Business Process for GST on GST Registration,
which has been approved by the Empowered Committee. the rules are yet to be finalised.
For obtaining registration, all the taxable persons shall interact with tax authorities
through a common portal called GST Common Portal that would be set up by Goods and
Services Tax Network (GSTN). The portal will have backend integration with the respective
IT systems of the Centre and the States.
New applicant can apply for registration:

1. at the GST Common Portal directly; or

2. at the GST Common Portal through the Facilitation Center (FC)
The process highlighted in the paragraphs below is applicable for new applicants for
registration, both mandatory and voluntary.
A new applicant would be allowed to apply for registration without prior enrollment. Once
a complete application is submitted online, a message asking for confirmation will be sent
through e-mail and SMS to the authorized signatory of the applicant. On receipt of such
confirmation from the authorized signatory, Acknowledgement Number would be
generated and intimated to the applicant. Once the application is approved and GSTIN is
generated, the same along with Log-in ID and temporary Password will be sent to the
authorized signatory. This credential will be permanently used to access the GST Common
Portal subsequently. Provision for capturing e-mail and Mobile Number of authorized
representative of the taxpayer has also been incorporated in the proposed GST Registration

Form. It would be the responsibility of the taxpayer to keep this information updated.

Online verification of PAN of the Business / Sole Proprietor/ Partner/Karta/Managing
Director and whole time directors/Member of Managing Committee of Association,
Managing trustee/authorized signatory etc. of the business would be mandatory and

without such verification, registration application will not be allowed to be submitted.

Multiple applications can be filed at one go where a taxable person seeks
registration in more than one State or for more than one business vertical located

in a single / multiple State(s).
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Following scanned documents are required to be filed along with the application

for Registration:

Document required to be uploaded

Constitution of » No documents are required in case of

Business proprietors and companies (Verification
through PAN/Company Identification Number
through MCA 21).

» Partnership Deed in case of partnership firm
and Registration Certificates in case of society,

trust etc. as details are not captured in PAN.

Principal Place of » Own premises - any document in support of

business the ownership of the premises like Latest Tax
Paid Receipt or Municipal Khata copy or
Electricity Bill copy.

» Rented or Leased premises

» Consent Letter, duly notarized, obtained from
the Lessee of the premises, where the main
lease allows sub-lease.

> In the absence of consent letter, rent receipt
in respect of the relevant premises may be
accepted with ownership proof of the property.

> Where ownership proof is not available,
proof of possession by certain prescribed
documents (such as Certificate issued under
Shop and Establishment Act, electricity bill,
telephone bill, bank account showing address
proof, etc.) would suffice.

» An affidavit in a prescribed format may be
taken along with any of the other documents
mentioned above where ownership proof or

lease agreement is not available.

Details of Bank » Any documents that contain the details like the
Account (s) Account No., Name of the Account Holder, MICR
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and IFS Codes and Branch details. This can
include documents like (a) self-certified copy of
the online banking details; (b) bank statement /
cancelled cheque; (c)Also certificate issued by
concerned Bank.

Required for all the bank accounts through
which the taxpayer would be conducting

business.

Details of Authorised

Signatory

Letter of Authorisation and copy of Resolution
of the Managing Committee or Board of
Directors to that effect.

Required to verify whether the person signing
as Authorised Signatory is duly empowered to

do so.

Photograph

>
>
>

Proprietary Concern - Proprietor

Partnership Firm / LLP - Managing/ Authorized
Partners (personal details of all partners is to
be submitted but photos of only ten partners
including that of Managing Partner is to be
submitted)

HUF - Karta

Company - Managing Director or the
Authorised Person

Trust - Managing Trustee

Association of Person or Body of Individual -
Members of Managing Committee (personal
details of all members is to be submitted but
photos of only ten members including that of
Chairman is to be submitted)

Local Body - CEO or his equivalent

Statutory Body - CEO or his equivalent

Others - Person in Charge.

Photographs only in .jpg and .png format
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If applicant files application through the Facilitation Center, then the above procedure
shall be followed by him through the FC by making available the requisite documents to the
FC. The User ID and Password of taxable person will however be forwarded by portal to the
e-mail furnished by the taxable person (that of primary authorized signatory) and by SMS
to the mobile number furnished by taxable person or by post, if the taxable person so

desires. It will not be sent to FC.

The GST common portal shall carry out preliminary verification / validation, including
real-time PAN validation with CBDT portal, Adhaar No validation with UIDAI, CIN
(Company Identification) with MCA 21 and other numbers issued by other Departments
through inter-portal connectivity before submission of the application form. Taxpayer
would have the option to sign the submitted application using valid digital signatures (if the
applicant is required to obtain DSC under any other prevalent law then he will have to submit

his registration application using the same).

All applications are required to be uploaded online with DSC/E-signature/ EVC. Applicant is
not required to send a signed copy of the summary extract of submitted application form.
Centralized Processing Unit is not required for collection of a signed copy of the summary
extract of submitted application form. In case of EVC (Electronic verification code), post /pre

site verification of the business premises would be done.

GST portal would acknowledge the receipt of application for registration and issue an
Acknowledgement Number which could be used by the applicant for tracking his application.

Such Acknowledgement Number would not contain the details of jurisdictional officers.

The application form will be passed on by GST portal to the IT system of the concerned State/
Central tax authorities for onward submission to appropriate jurisdictional officer (based on
the location of the principal place of business) along with the following information -

» Uploaded scanned documents;

» State specific data and documents;

» Details if the business entity is already having registration in other States. This

should also include GST compliance rating;
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» Details of the PAN(s) of individuals mentioned in the application which are part of
the other GST registrations;

» Acknowledgment number stated in para 6.7 above;

» Details of any record of black-listing or earlier rejection of application for common
PAN(s).

» Last day for response as per the 3 common working day limit for both tax

authorities as set out through Holiday Master.

On receipt of application in their respective system, the Centre / State authorities would
forward the application to jurisdictional officers who shall examine whether the
uploaded documents are in order and respond back to the common portal within 3
common working days, excluding the day of submission of the application on the portal,

using the Digital Signature Certificates.

An indicative process for processing of the application by the concerned tax authorities
will be drafted and shared separately. Submission of latitude and longitude data in
respect of principal place of business will be of help in automatic identification of
jurisdictional officer in case of geographically distributed officials mapped on a digital

map. However, submission of latitude and longitude would be optional.

After verification, the following situations are possible:

1. If the information and the uploaded documents are found in order, the State and
the Central authorities shall approve the application and communicate the
approval to the common portal within 3 common working days. The portal
will then automatically generate the Registration Certificate.

2. If during the process of verification, one of the authorities raises some query or
notices some error, the same shall be communicated to the applicant either by
the Tax Authority directly or through the GST Common Portal and also
simultaneously to the other authority and to the GST Common Portal within 3
common working days. The applicant will reply to the query / rectify the error
/ answer the query within a period informed by the concerned tax authorities
(Normally this period would be seven days). A separate sub-process and

interactive form for this purpose will have to be designed. On receipt of
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additional document or clarification, the relevant tax authority will respond
within 7 commonworking days.

3. Thereafter the processing of registration application will commence
resulting in either grant of registration or refusal to grant registration. If either of the
two authorities (Centre or State) refuses to grant registration, the registration
will not be granted.

4. In case registration is refused, the applicant will be informed about the reasons
for such refusal through a speaking order.

5. The tax authorities in the Centre and State would have a period of 7 common
working days to respond to the application, either conveying approval or
raising a query. In case any of the authority neither rejects the application nor
raises a query within 3 common working days, then the registration would be
deemed to have been approved by both the authorities and the GST Common
Portal will automatically generate the registration certificate. In case either
authority raises a query within 3 common working days, applicant will have to
respond to the same within next 7 common working days failing which the
application will be rejected. After the applicant has responded to the query raised
by any authority, a period of another 7 common working days will be given to the
authorities to respond to the application. In case any of the authority neither
rejects the application nor raises a query during this period, then the registration
would be deemed to have been approved by both the authorities and the GST

Common Portal will automatically generate the registration certificate.

The applicant shall be informed of the fact of grant or rejection of his registration application

through an e-mail and SMS by the GST common portal. Jurisdictional details would be

intimated to the applicant at this stage.

In case registration is granted, applicant can download the Registration Certificate
from the GST common portal. Provisions in GST rules shall be made such that GST
Registration certificate is required to be displayed at the principal place of business of

the taxpayer.

National Academy of Customs Excise and Narcotics (NACEN) Page 37



Prerequisite for registration:

9. As per section 19 (4) of the Act, a Permanent Account Number (PAN) issued
under the Income Tax Act, 1961 (43 of 1961) is necessary and required to be provided
(in application form) to obtain registration. As per section 19 (4A) of the Act, documents
other than PAN will be prescribed for non-resident taxable persons to obtain

registration.

As per the report of Business Process for GST on GST Registration, which has been

approved by the Empowered Committee:

In some North-eastern States, individuals (Proprietorship firms) are exempt from
Income Tax. However, to obtain GSTIN they will have to obtain a PAN before they can
apply for registration under GST. Further Government departments will also be required
to obtain PAN if they are required to obtain registration under GST. Under GST regime,
registration will not be allowed without a valid PAN.

As per the decisions taken by the GST law Committee:

When PAN gets cancelled, GSTIN should not get cancelled automatically. GSTN may get this

information periodically and convey the information to tax authorities for appropriate

action.

Unique Identity Number for certain categories of person:
10.  As per section 19 (6) of the Act, following categories of persons will be required

to obtain a Unique Identity Number (UIN):

» any specialized agency of the United Nations Organization or any Multilateral
Financial Institution and Organization notified under the United Nations

(Privileges and Immunities) Act, 1947 (46 of 1947),
» Consulate or Embassy of foreign countries and

» any other person or class of persons as may be notified by the Board /

Commissioner,

Manner to obtain registration will be prescribed in the Rules. The purpose of granting
UIN is to provide refund of taxes on the notified supplies of goods and/or services
following international conventions and treaties. Granting UIN to certain class of

persons also helps to ascertain that due amount of credit of IGST comes to the importing
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States through IGST mechanism.
Other legal aspects to grant registration:

11.  As per section 19 (7) of the Act, granting or rejection of registration or UIN shall
be carried out after due verification. Period and procedure for verification will be
prescribed in the Rules. As per section 19 (9) of the Act, if no deficiency has been
communicated to the applicant by tax authority within that period, a registration or UIN

shall be deemed to have been granted.

As per the report of Business Process for GST on GST Registration, which has been

approved by the Empowered Committee:

The GST common portal will provide a risk profile to the tax authorities based on the risk
parameters made available by the tax authorities. The Central/State tax authorities will also
have their own risk profile based on their own risk parameters. It was noted that submission
of Adhaar No. cannot be made compulsory. Non-submission of Adhaar No. could be one of
the risk parameters for deciding about the post registration physical verification. On the
basis of both risk profiles, the jurisdictional officer of tax authorities will take a

decision about post registration verification of the application.

12.  Asper section 19 (8) of the Act, before rejecting an application for registration or
UIN, a person shall be given a show cause notice (SCN) and a reasonable opportunity of

being heard.

13.  Aspersection 19 (8A) of the Act, a certificate of registration shall be issued in the
prescribed form, with effective date. Effective date of registration under different

circumstances will be prescribed in the Rules.

As per the report of Business Process for GST on GST Registration, which has been
approved by the Empowered Committee:

Each taxpayer will be allotted a State wise PAN-based 15-digit Goods and Services
Taxpayer Identification Number (GSTIN). Various digits in GSTIN will denote the following:

State Entity Check
PAN BLANK
Code Code Digit

1/2/3| 4 |5/6/7/8|9 1011 12| 13 14 15
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State Code: In the GSTIN, the State Code as defined under the Indian Census 2011 would
be adopted. In terms of the Indian Census 2011, each State has been allotted a unique two
digit code e.g. ‘09’ for the State of Uttar Pradesh and ‘27’ for the State of Maharashtra.

13th digit: 13t digit would be alpha-numeric (1-9 and then A-Z) and would be assigned
depending on the number of registrations a legal entity (having the same PAN) has within
one State. For example, a legal entity with single registration within a State would have ‘1’
as 13t digit of the GSTIN. If the same legal entity goes for a second registration for a second
business vertical in the same State, the 13t digit of GSTIN assigned to this second entity
would be 2”.This way 35 business verticals of the same legal entity can be registered within

a State.

14t digit: 14t digit of GSTIN would be kept BLANK for future use.

Effective date of registration:
With respect to effective date of registration, the following decisions have been taken by
the GST law Committee:

1. Effective date of registration shall be date of liability, if the application for
registration is filed within 30 days from the date on which the taxpayer becomes
liable to pay tax (in case of circumstances given in paragraph 5 in the Schedule
[11).

2. Effective date of registration shall be the date on which the registration is granted
by the tax authority if taxpayer doesn’t apply for registration within time. The
liability of taxpayer to pay tax will be from the date of liability but he will be
eligible for ITC from the date of registration only. The recipient of supplies (from
such supplier) made during the period will not be entitled for ITC, as such a
supplier would not be eligible to issue revised tax invoice.

3. The ITC on inputs held in stock will be permitted only if the taxpayer has applied
for registration within 30 days from the date he became liable for registration
(Section 16 (2))

4. Asper section 274, a person is required to file the first return for a period starting
from date of liability till last date of the tax period in which the registration has

been granted.
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5. As per proviso to section 23, new registrant would be permitted to issue the
revised tax invoices in lieu of the invoices already issued during the intervening
period i.e. the period from date of liability till the date of grant of registration.

6. The new registrant would be allowed to avail the ITC without matching of invoices

on a manual basis provided he satisfies the conditions laid down in Section 18.

14. As persection 19 (10) of the Act, any rejection of application under any of the Act
shall be deemed to be a rejection of application under both the Acts. As per section 19

(11) of the Act, registration or UIN shall be deemed to be granted under both the Acts.

Special provisions relating to casual taxable person and non-resident taxable
person

15.  As per section 19A (1) of the Act, the certificate of registration issued to a casual
taxable person or a non-resident taxable person shall be valid for a period of 90 days. On
request of such person, this period may be extended by a further period not exceeding

90 days.

What does it mean by a casual taxable person?

As per section 2 (21) of the Act, a casual taxable person means a person who
occasionally undertakes transactions involving supply of goods and/or services in the
course or furtherance of business whether as principal, agent or in any other capacity, in
a taxable territory where he has no fixed place of business;

What does it mean by a casual taxable person?

As per section 2 (69) of the Act, a non-resident taxable person means a taxable person
who occasionally undertakes transactions involving supply of goods and/or services
whether as principal or agent or in any other capacity but who has no fixed place of

business in India;

16.  As per section 19A (2) of the Act, a casual taxable person or a non-resident

taxable person shall, at the time of submission of application for registration, be
required to make an advance deposit of tax in an amount equivalent to the estimated tax
liability for the period for which the registration is sought. In case any extension of time

is sought, he shall be required to deposit an additional amount of tax equivalent to the
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estimated tax liability for the period for which the extension is sought.

17.  As per section 19A (3) of the Act, such deposit shall be credited to his electronic

cash ledger and shall be utilized in the manner provided under section 35.
Penal provision for not applying for registration:

18.  As per clause (x) in section 66 (1) of the Act, where a taxable person who is liable
to be registered under this Act but fails to obtain registration, he shall be liable to a

penalty of:

1. Rs. 10,000/- or an amount equivalent to the tax evaded or the tax not

deducted or short deducted or deducted but not paid to the Government or
2. input tax credit availed of or passed on or distributed irregularly, or
3. the refund claimed fraudulently,
whichever is higher.

Amendment of registration

19.  As per section 20 (1) of the Act, registered taxable person shall be required to
inform the tax authority of any changes in the information furnished at the time of
registration, or that furnished subsequently. The manner and time period to inform the

tax authority for such amendment will be prescribed in the Rules.

20. As per section 20 (2) of the Act, tax authority may either approve or reject
amendments. The manner and time period for approval or rejection of amendment will
be prescribed in the Rules. However for certain changes in the particulars or
information, approval from tax authority shall not be required. Such particulars will be

prescribed in the Rules.
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Proposed registration form is annexed as Annexure that is given in the report of
Business Process for GST on GST Registration. Fields marked by asterisk in the form are
mandatory fields and must be filled by the applicant.
Total 6 mandatory fields (with * asterisk sign)
3 (Three) fields i.e.

» PAN

» Name of Business,

» Constitution of Business:

can be filled from validated PAN data

4t field i.e. Name of State:
5th& 6t field i.e.

»  Principle place of business

» Details of promoters
Based on the principal place of business, the applicant has facility to select his State as
well as Central Jurisdiction and based on that information the application would be
pushed to the concerned authority. In case of the wrong selection, the concerned

authority can forward the same to correct authority through his login.

All remaining fields are non-mandatory items.
For changes in the non-mandatory items, approval from tax authority shall not be

required.

21.  As per section 20 (3) of the Act, before rejecting an application for amendment,
such person shall be given a show cause notice (SCN) and a reasonable opportunity of

being heard.

22.  As per section 20 (4) of the Act, any rejection or approval of amendments under
any of the Act shall be deemed to be a rejection or approval of amendments under both

the Acts.

Cancellation of registration

23.  Aspersection 21 (1) of the Act, Registration may be cancelled either (i) by the tax

authority or (ii) by the registered taxable person or (iii) by his legal heirs, in case of
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death of such person in the following circumstances:

» the business has been discontinued, transferred fully for any reason including
death of the proprietor, amalgamated with other legal entity, demerged or

otherwise disposed of; or
» change in the constitution of the business; or

» the taxable person (other than the person who applied for registration
voluntarily under sub-section (3) of section 19) is no longer liable to be

registered under Schedule III.

The manner for such cancellation having regard to the above circumstances will be

prescribed in the Rules.

As per the report of Business Process for GST on GST Registration approved by the
EC:

In case of surrender, the system will send an acknowledgment by SMS and e-Mail to the
applicant regarding his surrender of registration and he will be deemed to be
unregistered from the date of such acknowledgement. There will be a provision in the
system to prompt such surrendered registrants to update their address and mobile

number at a prescribed periodicity till all dues are cleared/refunds made.

24.  As per section 21 (2) of the Act, registration of the taxable person may be

cancelled by the tax authority from the date, including any anterior date in the following

cases:

» registered taxable person has contravened the provisions of the Act /the rules; or

» ataxable person paying tax under section 8 has not furnished returns for three

consecutive tax periods; or

» any taxable person, other than paying tax under section 8, has not furnished

returns for a continuous period of six months; or

» any person who has taken voluntary registration under sub-section (3) of section

19 has not commenced business within six months from the date of registration.

25. As per section 21 (3) of the Act, registration of the taxable person may be

cancelled by the tax authority with retrospective effect in case where any registration
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has been obtained by means of fraud, willful misstatement or suppression of facts.

26. As per section 21 (4) of the Act, before cancelling the registration, such person

shall be given a show cause notice (SCN) and a reasonable opportunity of being heard.

27.  As per section 21 (6) of the Act, the cancellation of registration under any of the
Act shall be deemed to be a cancellation of registration under both the Acts. As per
section 21 (5) of the Act, the cancellation of registration shall not affect the liability of

the taxable person to pay tax and other dues under the Act.

28. Aspersection 21 (7) of the Act, due to cancellation of registration, taxable person

shall pay by way of debit in the electronic credit or cash ledger
(a) In case of inputs:
(1) an amount equivalent to the credit of input tax in respect of:
(i) inputs held in stock and
(ii) inputs contained in semi-finished or finished goods held in stock
or
(2) the output tax payable on such goods
whichever is higher, calculated in the manner prescribed in the rules

(b) In case of capital goods:

(1) an amount equal to the input tax credit taken on the said capital goods

reduced by the percentage points as may be prescribed in this behalf
or

(2) the tax on the transaction value of such capital goods under sub-section (1) of

section 15,
whichever is higher.

Calculation shall be made in accordance with generally accepted accounting principles.

The manner shall be prescribed in the Rules.
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Revocation of cancellation of registration

29. Aspersection 21 (7) of the Act, the registered taxable person, whose registration
is cancelled by the tax authority can apply for revocation of cancellation of the
registration within thirty days from the date of service of the cancellation order. The

manner shall be prescribed in the Rules.

30. As per section 22 (2) of the Act, the authority may either revoke cancellation of
the registration or reject the application for revocation. The manner and time period for

revocation or rejection of the application will be prescribed in the Rules.

31. As per section 22 (3) of the Act, before rejecting an application for revocation of
cancellation of registration, such person shall be given a show cause notice (SCN) and a

reasonable opportunity of being heard.

32.  As per section 22 (4) of the Act, revocation of cancellation of registration under
any of the Act shall be deemed to be a revocation of cancellation of registration under

both the Acts.

Migration of existing taxpayers to GST

33. Issuance of registration on a provisional basis: As per section 142 (1) of the
Act, every person registered under any of the earlier laws shall be issued a certificate of
registration on a provisional basis. The manner of issuing the registration will be

prescribed in the rules.

34. Validity of registration: As per section 142 (2) of the Act, such certificate shall
be valid for a period of six months from the date of its issue. However the said validity
period may be extended for such further period as the Central/State Government may,

on the recommendation of the Council, notify.

35. Furnishing information: As per section 142 (3) of the Act, the person to whom a
certificate of registration has been issued shall, within the period specified under section

142 (2), furnish the information as prescribed in the rules.

36. Issuance of registration on a final basis: As per section 142 (4) of the Act, on
furnishing of such information, tax authority shall issue the certificate of registration on

a final basis.
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37. Cancellation of registration: As per section 142 (5) of the Act, if the person to
whom the registration is issued on a provisional basis fails to furnish information in a

specified time, his certificate of registration will may be cancelled.

38. As per section 142 (6) of the Act, the certificate of registration issued on a
provisional basis shall be deemed to have not been issued if the said registration is
cancelled in pursuance of an application filed by such person that he was not liable to

registration under section 19.

As per the report of Business Process for GST on GST Registration, which has been
approved by the Empowered Committee, separate procedure for migration of existing
registrants is given:

For existing registrants who are either registered with States or with the Centre or with
both, the system shall be designed to migrate the cleaned and verified data from the
existing database to the GST Common Portal and a GSTIN shall be generated. With
regard to the migration of data of the existing registrants, following steps are necessary:

1. The process of migration of data must be started sufficiently in advance so that the
business of existing registrants does not suffer and transition from the present
system to GST is smooth.

2. At present, tax payers are separately registered with State and/ or with Central tax
administrations or with both based on their business activity. In the GST regime, a
taxpayer will have to obtain State wise registration. Even within a State, the taxpayer
may either opt for a single registration or multiple registrations for different business
verticals.

3. Analysis of registration data available with States and Centre conducted by NSDL
and GSTN reveals the following:

a. The numbers of fields in the registration database of various State VAT and
CBEC system are different than that finalized for GST. The number of fields
varies from 50 to 107 in case of States/Centre whereas GST Registration
Form has 120 fields. Thus there is a gap of 13 to 70 fields, meaning that
data will have to be collected from the taxpayers.

b. As per report of NSDL, which conducted “as is study” of State Systems as
well as that of CBEC, in majority of cases, the available data does not

comply with Metadata and Data Standards (MDDS) of Government of India.
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This is also confirmed by the feedback received from States in May 2015.
Importing such data, which is not MDDS compliant, will lead to wrong or
incomplete results on query.

c. The data from States also shows that they do not have scanned copies of
supporting documents for mandatory fields like principle place of business,
photos of MD or Karta etc. in their database. This again will have to be
collected from them.

Since, lots of reports will be using registration database, purity of registration data will
be of paramount importance. Migrating half-complete and incorrect data from existing
registration databases to GST database will adversely impact the reports and intelligence
derived out of it. Thus data will have to be collected afresh from the existing taxpayers.
GSTIN can be issued based on State and validated PAN. In case of taxpayers under Excise
and VAT, source of data for issuing GSTIN should be VAT data as in most cases Excise
assesse will also be registered under VAT. For taxpayers under Service Tax the source of
data for issuing GSTIN should be Service Tax.
Out of six mandatory data fields in the GST Registration field, three can be filled up from
validated PAN data, namely PAN, name of business, constitution of business. The
name of State is known in case of VAT data. The remaining two mandatory data fields
namely ‘Principal Place of Business’ and ‘details of promoters’ will have to be
collected from taxpayers along with non-mandatory items. In case of Service Tax, State
will have to be collected before generating GSTIN. With this the following process has
been suggested:
For Taxpayers Registered under State VAT /Excise
1. GSTIN will be generated by NSDL in case of all VAT TINs where PAN has
been validated on provisional basis. Along with a password the GSTIN will
be sent to respective State Tax Authorities.
2. State tax authorities will communicate the GSTIN/password to taxpayers,
with instruction to log on the GST portal and fill up the remaining data.
State specific data over and above what is contained in the GST Registration
Form can be collected after GST registration becomes operational.
3. The data so collected by GSTN/NSDL will be provided to States so that they
can undertake the verification exercise as per their convenience in a

staggered manner spread over a period of one to two quarters so that it
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be adopted.

does affect the working of the tax authorities. This is being suggested as the
dealer is already registered with VAT department.

4, In case, PAN has been validated but the email or mobile numbers of dealers
are not available, such dealers may be advised through newspaper

advertisement to visit the GST portal and use the following data for user

authentication:

a. VAT-TIN

b. PAN

c.  Date of Birth/Date of Incorporation in DDMMYYYY format. (This data
is available with PAN Database)

d. Date of birth of proprietor in case of Proprietorship firm.

e. Date of incorporation in case of all other types of dealers.

f. In those cases where PAN has not been validated, State VAT

department will have to collect the taxpayers.

For Taxpayers Registered under Service Tax

For the taxpayers who are not registered under a State, a different approach will have to

1. Since all Service Taxpayers have user ID and password and Service Tax has their
email IDs, they may advice the taxpayers to intimate State(s) where they would
like to get themselves registered in.

2. Service Tax portal will check from GST portal whether GSTIN has been generated
for combination of State and PAN of the taxpayer. If not generated, request GST
portal to generate the same.

3. GST portal will generate the GSTIN and communicate to Service Tax, which will
be communicated to the taxpayer asking him/her to provide remaining data at

GST Portal.
Any verification / updation of the information as outlined above would have to be done by
the taxable person within a specified period.

If the verification/updation is not done within the stipulated period, the GSTIN will be

suspended till the taxable person does the needful.

Any verification by State / Central authorities can be done after GSTIN is issued.
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ANNEXURE: Form GST -

[See Rule __]
Application for Registration under Goods and Services Tax Act, Year
1 | Legal Name of
Business*
1A | Trade Name (optional)
2 | Constitution of Business (Please Select the Appropriate)*
Proprietorship N Partnership O
Hindu Undivided U Private Limited Company 0
Family
Public Limited O Society/Club/Trust/Association | LI
Company of Persons
Government N Public Sector Undertaking 0l
Department
Unlimited Company [ LLP’s O
Local Authority N Statutory Body 0
Others ( Please Specify | [
)
In case of Proprietorship*
3 | Name of Proprietor
4 | PAN of the proprietor
n case of other Businesses*
4A | PAN of the Business
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Name of the State and its Code*

Drop down for Name of State & Codes

6  Option For Composition Yes [ILIOOHOHOHIENo N
7 | Date of commencement of
business
D D M M Y Y Y Y
8 | Date on which liability to pay tax | D D M M Y Y Y Y
arises
9 | Estimated supplies (in case of
casual dealers)
Period for which registration is
required - From
To
10 | Reason of liability to obtain

registration (from the dropdown)

Due to inter-State supply

O 0Nk

Due to crossing the Threshold

Due to liability to pay as recipient of services

Due to being Input Service Distributor (ISD)

UN bodies for allotment of Unique Identification Number (ID)
Due to transfer of Business which includes change in the ownership of

business (if transferee is not a registered entity)
10. Due to death of the Proprietor (if the successor is not a registered entity)

11. Due to de-merger

12. Due to change in constitution of business
13. Due to Merger /Amalgamation of two or more registered taxpayers

14. Being casual Dealer
15. Being Non resident Dealer

16. None of the above - on voluntary basis
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11 Indicate Existing Registrations

Yes/No

Registration Details

Central Excise

Service Tax

State VAT Registration (TIN)

CST Registration No

[EC No.(Importer Exporter Code
Number )

Corporate Identity Number (CIN)

GSTIN

12 Details of Principal Place of Business*

ADDRESS

Building No/Flat No/Door Floor No

No

Name of the Road/Street/Lane
Premises/Building

Locality/Area/Village District/Town/City

Latitude (optional)

Longitude (optional)

PIN Code

CONTACT DETAILS

Telephone
number

Fax
Number

Mobile
Number
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Email
Address

Nature of possession of premises

Owned O Leased 0

Rented 0

Consent ad Shared 0

Please Tick the Nature of Business Activity being carried out at above mentioned

Premises

Factory / Manufacturing '] Wholesale LI | Retail Business 0
Business

Warehouse/Deport '] Bonded L | Service Provision 0
Warehouse

Office/Sale Office 'l Leasing Business | [ | Service Recipient 0

EOU/ STP/ EHTP [l SEZ LI | Input Service O

Distributor (ISD)
Works Contract O

13. Details of Bank Accounts (s)

conducting business

Total number of Bank Accounts maintained by the applicant for

17.Details of Bank Account 1
18.
Account Number

| |

Type of Account

Name of the Bank

Branch and Address of the Bank & Branch

To be auto-populated (Edit mode)

PIN Code

State

19.
20.Details of Bank Account 2
21.

Account Number

Type of Account

Name of the Bank
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Branch and Address of the Bank & Branch | To be auto-populated (Edit mode)

PIN Code State

Details 3...n (Multiple fields will be available to capture the details of all the additional
Bank A/c)

14 Details of the Goods/Commodities supplied by the Business

Please specify top 5 Commodities

S.No. | Description of Goods HSN Code (4 digit code)
1

2

5

15 Details of Services supplied by the Business.

Please specify top 5 Services

S. Description of Services Service Accounting Code
No.

16 Details of Additional Place of Business

Number of additional places
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Premises 1

Details of Additional Place of Business

ADDRESS

Building No/Flat
No/Door No

Floor No

Name of the
Premises/Building

Road/Street/Lane

Locality/Area/Villa
ge

District/Town/City

PIN Code

CONTACT DETAILS

Telephone number

Fax Number

Mobile Number

Email Address

Nature of possession

of premises

Owned | [ | Lease
d

[l

Rente
d

O Consent

] Share J

Please Tick the Nature of Business Activ

ity being carried out at above mentioned Premises

Factory / Manufacturing [/ | Wholesale Business O Retail Business @ [

Warehouse/Deport L] | Bonded Warehouse O Service [
Provision

Office/Sale Office [l | Leasing Business O Service [
Recipient

EOU/ STP/ EHTP Ll | SEZ U Input Service l
Distributor
(ISD)

Works Contract O

Premises 2....n (Multiple fields will be available to capture the details of all the
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additional places of business within the state)

17 Details of Proprietor/all Partners/Karta/Managing Directors and whole time
Director/Members of Managing Committee of Associations/Board of Trustees etc.

*

Total Number of Persons

Please provide details in the table below. In case you need more tables, click on add

table
22.1In case of Proprietorship: Details of Owner/Proprietor
23.In case of Partnership: Details of all Managing/ Authorized Partners
(personal details of all partners but photos of only ten partners including that
of Managing Partner is to be submitted)
24.1In case of Companies registered under Companies Act: Managing Director
and whole time directors
25. In case of HUF: Details of Karta of HUF
26. In case of Trust: Details of Managing Trustee
27.1n case of Association of Persons: Details of Members of Managing
Committee(personal details of all members but photos of only ten members
including that of Chairman is to be submitted)
28. In case of Local Authority: Details of CEO or equivalent
29. In case of Statutory Body: Details of CEO or equivalent
30. In case of others: Details of person responsible for day to day affairs of the
business
First Name Middle Name Surname
Name of
Person
Name of
Father
/Husband
Designation Date of Birth
DD MM YYYY
PAN
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Passport
No (in case
of
foreigners)

UID No

DIN No. (if
any)

Mobile
Number

E-mail Gender M O F 0
address

Telephone FAX
No No

Residential Address

Building No/Flat Floor No
No/Door No

Name of the Road/Street/La
Premises/Building ne

Locality/Area/Village District/Town/C
ity

PIN Code State

Details 2...n (Multiple fields will be available to capture the details of other
persons)

18 Details of Authorized Signatory

Number of Authorized Signatory
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Details of Signatory No. 1

First Name Middle Name Surname

Name of Person

Name of Father /
Husband

Designation Date of
Birth

DD | MM YYYY

PAN

UID No

DIN No. (if any)

Mobile Number

E-mail address Gender | M ad F O

Telephone No FAX
No

Residential Address

Building No/Flat Floor No
No/Door No

Name of the Road/Street/Lane
Premises/Building

Locality/Area/Village District/Town/City

PIN Code State

Details 2....n (Multiple field will be available to capture the details of other
authorized persons)

19 Details of Authorized Representative (TRP / CA / Advocate etc.)

First Name Middle Name | Surname
Name of
Person
Status TRP / CA / Advocate etc.
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Mobile
Number

E-mail
address

Telephone
No

FAX
No

20 State Specific Information

31.Field 1
32. Field 2
33...
34. ...
35.Field n

21 Document Upload

A customized list of documents required to be uploaded (as detailed in para 6.3 of
the process document) as per the field values in the form should be auto-populated

with provision to upload relevant document against each entry in the list.

36.Verification

I hereby solemnly affirm and declare that the information given herein above is true and
correct to the best of my knowledge and belief and nothing has been concealed therefrom

Name of Authorized Signatory

Designation
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4. Meaning and Scope of Supply, Time
and Valuation of Supply of Goods and
Services

Meaning and Scope of Supply

I. Introduction

Article 366(12A) of the proposed 122nd Constitutional Amendment Bill, 2014
defines the Goods and Services tax (GST) as a tax on supply of goods or services or both,
except supply of alcoholic liquor for human consumption. While Article 246A provide
simultaneous powers to both the Central and State governments to levy the goods and
services tax on intra-state supply, the Parliament alone shall have exclusive power to
make laws with respect to levy of goods and services tax on inter-state supply. Article
269A empowers the Parliament to formulate the principles for determining the place of
supply and when a supply of goods/services takes place in the course of inter-state
trade or commerce. The term ‘supply’ is, however, not defined in the Constitution.

2. The concept of ‘supply’ is the key stone of the proposed GST architecture. GST is a
multi-stage tax levied on supply of goods and / or services, collected at each stage of the
production and distribution, in proportion to the value added by each taxable person in
the chain of supply. In the GST regime, the entire value of supply of goods and / or
services is proposed to be taxed in an integrated manner, unlike the existing indirect
taxes, which are charged independently either on the manufacture or sale of goods, or
on the provisions of services. This paper explains the meaning and scope of supply, the
various types of supply, the time when the GST is chargeable (time of supply), and the
valuation of supply as provided in the Model GST Law.

II. Supply - Meaning

3.1. In general, supply for GST purposes covers all forms of supply where goods
and/or services are supplied in return for a consideration. Any transaction involving
supply of goods and/or services without consideration is not a supply unless it is
deemed to be a supply under law. Drawing upon the international experience, the
following criteria have been identified to distinguish a transaction as supply on which
GST is levied;

(1) supply of goods and / or services

(ii) supply is for a consideration

(iii) supply is made in the course or furtherance of business
(iv) supply is made in the taxable territory

(V) supply is a taxable supply, and

(vi) supply is by a taxable person.
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3.2.  Under certain circumstances, there can be a supply under GST even when one or
more of the above criteria are not satisfied. For instance, in free of charge supply, there
could be no consideration or a supply may not be in the course or furtherance of
business. Such transactions could be deemed by law to be a supply for GST purposes.
There may also be instances where a transaction is kept out of GST despite the existence
of the above criteria e.g. services rendered by an employee to his employer in the course
of employment, transfer of business as a going concern.

(i). Supply of goods and/or services;

4.1. AsGST is levied on supply of goods and/or services, classification of a transaction
as a supply of goods or supply of services becomes essential. A single transaction may
consist of different elements of supplies that may be taxed at different rates - a portion
that is taxed at standard rate and another at lower rate, or the time and place of supply
provisions may apply differently for different elements of such supply. Therefore, it
becomes necessary to understand what constitutes a supply of goods or supply of
services.

4.2.  Supply of goods is not defined in the Model GST Law. Generally, supply of goods
mean the transfer of the right to dispose of the goods as owner. Ordinarily, this would
mean the transfer of both title and possession ofthe goods. Transfer of goods may be
effected in any of the following manner:

= Transfer of title as well as possession - In a simple sale, title as well as possession is
transferred such as over the counter sale of a drug or a readymade garment;

= Transfer of possession but not title -sale on approval basis or hire purchase;

= Possession of goods is transferred but title is retained - when goods are let out on
hire or lease, the transaction will be treated as supply of service.

Transfer of title to the goods may be effected with immediate effect or at a future date.
Instances of immediate transfer of title include, a contract of sale, exchange or barter etc.
Instances of future sale include hire purchase contract, an agreement for the sale of
goods where the seller retains ownership until the goods are fully paid for, or sometimes
until everything owed by the customer has been paid, conditional sale, supply on
approval basis etc.

4.3.  Supply of service is not specifically defined in the Model GST Law.

Internationally, supply of services is defined as any supply that is not a supply of goods.
A supply of service is said to be made when a person does something, or agrees to do
something for a consideration. A supply of service is also said to be made when a person
agrees to refrain from doing something or gives up a right for consideration which also
includes grant, assignment or surrender of any right. In some situations, supply
involving goods may be treated as the service. Lease/hire of goods/immovable property,
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transfer/sale of undivided share in title of goods, temporary application of business
assets for non-business use are treated as supply of services.

(ii).Supply for a consideration;

5.1.  One of the essential conditions for the supply of goods and/or services to fall
within the ambit of GST is that a supply is made for a consideration. For GST purposes,
consideration does not refer only to money. It covers anything which might be possibly
done, given or made in exchange for something else. For example, it might be something
exchanged in a barter arrangement, such as in a part exchange, or where a service is
performed in return for another service or it may simply be a condition imposed upon
the making of the supply. A consideration may be monetary, non-monetary or a
combination of both but it must be capable of being expressed in monetary terms. There
must be a direct link between the supply and the consideration. In order to qualify as
consideration for a supply, there must be at least two parties. A direct link is established
between the supply made and the consideration given. A consideration need not always
flow from the recipient of the supply. It could be made by a third person. Consideration
refers to ‘reciprocal performance’ capable of being expressed in monetary terms.

5.2.  The Model GST Law defines consideration in relation to the supply of goods
and/or services to any person to include (a) any payment made or to be made, whether
in money or otherwise, in respect of, in response to, or for the inducement of, the supply
of goods and/or services, whether by the said person or by any other person; (b) the
monetary value of any act or forbearance, whether or not voluntary, in respect of, in
response to, or for the inducement of, the supply of goods and/or services, whether by
the said person or by any other person. However, a deposit whether refundable or not,
given in respect of the supply of goods and/or services shall not be considered as
payment made for the supply unless the supplier applies the deposit as consideration
for the supply.

5.3. Certain transactions made without considerations (free supply of goods and
services) are deemed to be supply for GST purposes. For example, the permanent
transfer /disposal of business assets, temporary application of business assets to a
private or non-business needs, services put to a private or non-business use, self-supply
of goods or services, assets retained after de-registration and a supply made by the same
PAN based entity across different States without consideration (stock/branch transfer)
shall be deemed to be taxable supplies, though no consideration may be involved.

(iii).Supply made in the course or furtherance of business;

6.1. A transaction made in the course or furtherance of business, alone will be treated
as a supply under GST. As the objective of GST is to tax the value addition, it would not
be appropriate to tax, for instance, the sale of a car by an individual who is not in the
business of supplying cars. Such transaction may otherwise be treated as a supply if the
concept of business is not brought in. There is no exhaustive definition or test for
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determining whether an activity is in the course or furtherance of business.
Internationally, the business test has emerged through judicial decisions. Generally,
whether an activity carried by a taxable person constitutes a business or not is
determined by considering the whole of the activities carried on by him. If these
activities are predominately concerned with the making of taxable supplies to customers
for a consideration, it has to be held that the taxable person is in the business of making
taxable supplies, and the taxable supplies which he makes are supplies made in the
course of carrying on that business, especially if the supplies are of a kind which are
made commercially by those who seek to profit from them.

6.2. However, there is no presumption that activities carried on by a taxable person
cannot be business if the profit motive is absent. GST is not a tax on profit or income but
on taxable supplies by taxable persons. Whether an activity is in the course of business
or not is dependent on the business test. This test ensures that occasional supplies, even
if made for consideration, will not be subjected to GST. For example, when a household
makes a one-time sale of some paintings, if it is not in the business of selling paintings,
the sale will not be a supply for GST purposes. However, a painter who sells his
paintings on regular basis, even infrequently, will be liable to pay GST since he is in the
business of selling paintings. The ‘business test’ requires examination of the following;

1. Is the activity, a serious undertaking earnestly pursued?

2. Is the activity is pursued with reasonable or recognisable continuity?

3. Is the activity conducted in a regular manner based on sound and recognised business
principles?

4. Is the activity predominantly concerned with the making of taxable supply for
consideration/profit motive?

6.3. Section 2(17) of the Model GST Law defines ‘business’ to include (a) any trade,
commerce, manufacture, profession, vocation or any other similar activity, whether or
not it is for a pecuniary benefit; (b) any transaction in connection with or incidental or
ancillary to (a) above; (c) any transaction in the nature of (a) above, whether or not
there is volume, frequency, continuity or regularity of such transaction; (d) supply or
acquisition of goods including capital assets and services in connection with
commencement or closure of business; (e) provision by a club, association, society, or
any such body (for a subscription or any other consideration) of the facilities or benefits
to its members, as the case may be; (f) admission, for a consideration, of persons to any
premises; and (g) services supplied by a person as the holder of an office which has been
accepted by him in the course or furtherance of his trade, profession or vocation;

Certain supplies listed under Schedule I of the Model GST law which are made not
in the course or furtherance of business are deemed as taxable supply.
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(iv). Supply made in the taxable territory;

7. GST being a destination based consumption tax, the GST law must define the
jurisdictional limit of the tax under which a transaction is proposed to be taxed. Under
this principle, imports are taxed and exports are zero rated. Importation of services are
taxed under the reverse charge mechanism at the hands of the recipient of the supplier.
To zero rate exports, the exports are treated as taxable supply made within the country
to enable an exporter to claim the input tax credit. Place of supply determines whether a
supply is made within or outside the country/within or outside the state. The scope of
supplies in India, whether intra or inter-State supplies are determined by the place of
supply provisions. As place of supply for importof goods will not be India, GST on
imports is proposed to be levied through a specific provision in the Customs Act.

(v). Supply - a taxable supply;

8. Taxable supply means supply of goods and/or services that are subjected to GST.
Supplies which are exempt or subjected to NIL rate of tax will not be treated as taxable
supply. In the GST regime, exemptions may be provided to the specified goods or
services or to a specified category of persons / entities making supply and such supplies
may be treated as out of scope of GST supply. For the purpose of GST, zero rated
supplies will not be treated as exempted supplies.

(vi). Supply - by a taxable person;

9. For GST purposes, supply is reckoned only in the context of a taxable person. A
taxable person is defined in the Model GST Law to mean a person who carries on any
business at any place in India/State who is registered or required to be registered under
Schedule III. Such taxable person includes a public authority, a department of central or
state government subject to specified exclusions. Person whose aggregate turnover
during a year is below the prescribed threshold or persons making only exempted
supplies may not be considered as a taxable person; however persons making interstate
supplies, persons liable to pay tax under reverse charge are required to obtain
registration irrespective of their turnover.

III. Supply - Model GST law

10. The Model GST Law defines ‘supply’ to include, (a) all forms of supply of goods
and / or services such as sale, transfer, barter, exchange, license, rental, lease or disposal
made or agreed to be made for a consideration by a person in the course or furtherance
of business, (b) importation of service, whether or not for a consideration and whether
or not in the course or furtherance of business, and (c) a supply specified in Schedule I,
made or agreed to be made without a consideration. Schedule II of the Model GST Law
classify specified transactions as supply of goods or supply of services. Where a person
acting as an agent for consideration, either supplies or receives any goods and/or
services on behalf of any principal, the transaction between such principal and the agent
shall be deemed to be a supply. Supply of any branded service by an aggregator under a
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brand name or trade name is deemed to be a supply of service by the aggregator. The
Model GST Law also empowers the Central or State government to specify the
transactions that are to be treated as (i) a supply of goods and not as a supply of
services; or (ii) a supply of services and not as a supply of goods; or (iii) neither a supply
of goods nor a supply of services.

IV. Types of Supply

(i). Taxable supply

11.1 Taxable supply refers to a supply of goods and/or services which is chargeable to
tax under the GST Act. Supplies which are exempt or subject to NIL rate of tax will not
be treated as taxable supplies. However, exempt supplies shall be included for the
purpose of computing the aggregate turnover to determine the threshold / composition
limits.

(ii). Exempt supply

11.2. Exempt supply means supply of any goods and/or services which are not taxable
under the GST Act and includes such supply of goods/or services which are specified in
the Schedule to the Act or which may be exempt from payment of tax under Sec. 10 of
the Model GST Law.Under Section 10 of the Model GST Law, a supply may be exempt
generally either absolutely or subject to such conditions as may be specified in a
notification issued by the appropriate government. Further, where an exemption in
respect of any goods and/or services from the whole of the tax leviable thereon has been
granted absolutely, the taxable person providing such goods and/or services shall not be
eligible pay tax on such goods and/or services.

(iii). Zero-rated supply

11.3. Zero rated supply is a supply of any goods and/or services on which no tax is
payable but credit of the input tax related to that supply is admissible. Exports shall be
treated as zero-rated supply. Zero rated supplies will be treated as taxable supply.

(iv). Composite / Mixed supply

11.4. Section 2(27) of the Model GST Law defines composite supply to mean a supply
consisting of two or more goods, two or more services or a combination of goods and
services provided in the course or furtherance of business, whether or not the same can
be segregated. Many transactions that fall within the scope of GST may consist of more
than one element. These elements may be a mix of goods, or services, or both.
Sometimes these elements, if supplied separately, may have different GST liabilities
depending upon the rates, applicability of time of supply and place of supply provisions.
To avoid disputes about whether the supplier is making a single supply with one
liability, or multiple supplies with different liabilities, it has to be determined whether
the supply is one of goods, or of services, or it is a supply constituted of both goods and
services (composite supplies).

11.5. To determine whether a particular supply consists of various elements to be
treated as a single supply or as multiple supplies, one has to first identify the essential
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features of the transaction which involves, ascertaining what the recipient has received.
If a component of the supply is to be treated separately from the overall supply of which
it is a part, it should be distinct and independent and should amount to more than
merely a component of the overall supply. For instance, when a car is given for servicing,
as a part of the service, engine oil may be replaced. The supply of the oil cannot be
considered as distinct or independent in the context of the overall service required by
the recipient. It is also necessary to ascertain whether each supply shall be properly
regarded as a principle supply or some of them are merely ancillary to principle supply.
11.6. The Model GST Law contains specific provisions [sub-Section (3) Section 3]
empowering the Central or a State government to specify, by notification, on the
recommendations of the GST Council, whether a transaction involving composite supply
will be treated as a supply of goods and not a supply of service or a supply of service and
not a supply of goods.

(v). Continuous supply of goods/services

12.1. Continuous supply of goods means a supply of goods which is provided or agreed
to be provided, continuously or on recurrent basis, under a contract, for which the
supplier invoices the recipient on a regular or periodic basis. Continuous supply of
services means a supply of service notified by the Central or a State government,
provided or agreed to be provided, continuously or on recurrent basis under a contract,
for a period of exceeding three months, with periodic payment obligations.

12.2. Identifying a supply as a continuous supply of goods/services is required in view
of the time of supply of provisions. Section 12 of the Model GST Law provides that in the
case of continuous supply of goods, involving successive statement of accounts or
successive payments, the time of supply shall be the date of expiry of the period to which
such successive statements of accounts or successive payments relate. Where there are
no successive statements of accounts, the date of issue of invoice or the date of receipt of
payment, whichever is earlier, shall be the time of supply.

12.3. Section 13 of Model GST Law provides that in case of continuous supply of
services, the time of supply to be (a) where the due date of payment is ascertainable
from the contract, the date on which the payment is liable to be made by the recipient of
service, whether or not any invoice has been issued or any payment has been received
by the supplier of service;(b) where the due date of payment is not ascertainable from
the contract, each such time when the supplier of service receives the payment, or issues
an invoice, whichever is earlier;(c) where the payment is linked to the completion of an
event, the time of completion of that event.

(vi). Inward/Outward supply

13.1 An inward supply [Section 2(61)] refers to receipt of goods and/or services
whether by purchase, acquisition or any other means by a person registered under the
Act. Section 26 of the Model GST Law mandates every registered taxable person other
than an input service distributor, a person paying tax under composite scheme or a tax
deductor at source to file details of inward supplies as a part of monthly / quarterly
return.
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13.2. An outward supply [Section 2(73)] refers to supply of goods and/or services,
whether by sale, transfer, barter, exchange, licence, rental, lease or disposal made or
agreed to be made by such person in the course or furtherance of business except in case
of such supplies where the tax is payable on reverse charge basis. Section 25 of the
Model GST Law mandates every registered taxable person other than an input service
distributor, a person paying tax under composite scheme or a tax deductor at source to
file details of outward supplies as a part of monthly / quarterly return.

(vii). Inter/Intra State supply

14.1. The location of the supplier and the place of supply determines whether a supply
is treated as an Intra State supply or an Inter State supply. Determination of the nature
of supply is essential to ascertain which type of GST is payable (i.e. CGST/SGST or IGST).
Inter State supply of goods means (subject to Section 5 of the draft IGST Act), supply of
goods where the location of the supplier and place of supply are in different States.
Inter State supply of service means (subject to Section 6 of the draft IGST Act), supply of
services where the location of the supplier and place of supply are in different States.

14.2. Intra State supply of goods means (subject to Section 5 of the draft IGST Act),
supply of goods where the location of the supplier and place of supply are in the same
State. Intra State supply of service means (subject to Section 6 of the draft IGST Act),
where the location of supplier and the place of supply are in the same State.

(viii). Deemed supply

15.  Schedule I of the Model GST Law lists specific transactions made without
consideration as deemed supply for GST purposes. They include (i) permanent transfer
/ disposal of business assets (ii) temporary application of business assets to a private or
non-business use (iii) services put to a private or non-business use (iv) assets retained
after deregistration and (v) supply of goods / or services by a taxable person to another
taxable or non-taxable person in the course or furtherance of business.

V. Treatment of certain transactions as supply of goods or as supply of services

16.1. Schedule II of the Model GST Law lists certain specified transactions as a supply
of goods or as a supply of services. Under the Schedule, transfer of title in goods with
immediate effect or with effect from a future date under an agreement is considered as
supply of goods. Transfer of goods or of rights in goods without the transfer of title is
treated as supply of services. Any lean, tenancy, easement, license to occupy land, or
lease or letting out a building for business or commerce, treatment or process applied to
another person’s goods (job work) is treated as supply of services.

16.2. Where goods forming part of the assets of the business are transferred or
disposed of by a person who no longer carries on the business (ceases to be a taxable
person), such transfer/disposal is a supply of goods. When the goods held or used for
the purposes of the business are put to any private or personal use other than for the
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purpose of business, whether or not for consideration, the usage or making available of
such goods for non-business use is a supply of services. The Schedule II also provides
that, where any goods forming part of the business assets of a taxable person are sold by
any other person who has the power to do so to recover any debt owed by the taxable
person, the goods shall be deemed to be the supplies by the taxable person in the course
of furtherance of his business.

16.3. Where any person ceases to be a taxable person, any goods forming part of the
assets of any business carried on by him shall be deemed to be supplied by him in the
course or furtherance of his business immediately before he ceases to be a taxable
person, unless (a) the business is transferred as a going concern to another person; or
(b) the business is carried on by a personal representative who is deemed to be a
taxable person.

16.4. The Schedule II further provides that (a) renting of immovable property, (b)
construction of building/civil structure, (c) temporary transfer or permitting use or
enjoyment of intellectual property right, (d) development, design, programming and
certain other activities relating to information technology software, (e) agreeing to or
refrain from an act or to tolerate an act, (f) works contract, (g) transfer of the right to
use any goods, (h) catering services, as a supply of services.

Time of Supply

I. Introduction

The liability to pay the goods and services tax arises only when a supply has been
made. The time of supply fixes the point when the liability has to be discharged. The
time of supply is the time when a supply of goods and / or services is treated as being
made under the GST law. It is important to determine the time of supply because a
taxable person should charge GST at the time when the supply is made / deemed to have
been made. A supplier becomes liable to account for GST once a tax point has occurred
and must include it in the return covering the period in which it falls. The time of supply
differs for supply of goods and supply of services. This is because goods are tangible and
involve physical movement / removal or transport whereas services are intangible that
involve performance, for making supply.

2. There are general provisions for determining the time of supply. However in
certain cases and in particular situations, specific time of supply provisionsare to be
applied. Itis important to note that where a specific time of supply provision applies, it
will override the general provisions.

II. General principles for goods

3.1. The general principles followed internationally for determining the time of
supply of goods are
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Removal of Goods;

(a) if the goods are to be removed, the time of removal; (b) if the goods are not to be
removed, the time when they are made available to the person to whom the goods are
supplied. Removal is said to occur when the goods are sent for delivery by the supplier
or somebody acting on behalf of the supplier, to a recipient of the supply. (Basic tax
point)

Issue of invoice;

Goods are either accompanied by the invoice or the invoice may be sent before or after
delivery of the goods. The GST law may provide for time limit within which an invoice
has to be issued from the date of supply. (Actual tax point)

Receipt of payment;

A payment for supply is made either before or after delivery or before or after issue of
the invoice. (Actual tax point)

3.2.  Normally, the date of removal and the date of invoice could be the same.
However, there can be situations where the invoice is issued or payment is received
before the basic tax point occurs. Internationally, the time of supply is normally
reckoned with the basic tax point or the actual tax point whichever is earlier. Following
this principle, the Model GST Law provides to determine the time of supply of goods as
the earliest of the events listed above.

III. Time of supply of goods

(i) General rule

4.1. The Model GST Law provides that the time of supply of goods shall be the earliest
of the following dates:

(a) (i) the date on which the goods are removed by the supplier for supply to the
recipient, in a case where the goods are required to be removed or
(ii) the date on which the goods are made available to the recipient, in a case where
the goods are not required to be removed, or
(b) the date on which the supplier issues the invoice with respect to the supply, or
(c) the date on which the supplier receives the payment with respect to the supply, or
(d) the date on which the recipient shows the receipt of the goods in his books of
account.

4.2. Where goods are made available to the recipient refers to cases where the goods
(i) are physically not capable of being moved; or (ii) are supplied in assembled or
installed form; or (iii) are supplied by the supplier to his agent or his principal. The
expression ‘'made available to the recipient’ mean when the goods are placed at the
disposal of the recipient. For the purposes of clauses (b) and (c) above, the supply shall
be deemed to have been made to the extent it is covered by the invoice or, as the case
may be, the payment.For the purpose of clause (c) above, “the date on which the
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supplier receives the payment” shall be the date on which the payment is entered in his
books of accounts or the date on which the payment is credited to his bank account,
whichever is earlier.

(ii) Continuous supply of goods

5.1. In case of continuous supply of goods, where successive statements of accounts
or successive payments are involved, the time of supply shall be the date of expiry of the
period to which such successive statements of accounts or successive payments relate. If
there are no successive statements of account, the date of issue of the invoice (or any
other document) or the date of receipt of payment, whichever is earlier, shall be the time
of supply. The Model GST Law empowers the Central or State government to notify
specified supply of goods as continuous supply of goods.

(iii) Reverse charge

5.2. In case of supplies in respect of which tax is payable on reverse charge basis, the
time of supply shall be the earliest of the following dates;

(a) the date of the receipt of goods, or

(b) the date on which the payment is made, or
(c) the date of receipt of invoice, or

(d) the date of debit in the books of accounts.

(iv) Supply on approval basis

5.3. If the goods (being sent or taken on approval or sale or return or similar terms)
are removed before it is known whether a supply will take place, the time of supply shall
be at the time when it becomes known that the supply has taken place or six months
from the date of removal, whichever is earlier.

(v) Residual provision

5.4. In case it is not possible to determine the time of supply as above, the time of
supply shall (a) in a case where a periodical return has to be filed, the date on which
such return is to be filed and in any other case, the date on which the CGST/SGST is paid.

IV. Time of supply of services
(i) General rule

6.1. The general principle for determining the time of supply of service is the time
when the services performed (i.e. completed) which is the basic tax point for the
services. Issue of the invoice and the payment of service are the actual tax point. Time of
supply of services shall be the earliest of the above.

6.2. The Model GST Law provides that the time of supply of services shall be;

(a) the date of issue of invoice or the date of receipt of payment, whichever is earlier, if
the invoice is issued within the prescribed period, or
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(b) the date of completion of the provision of service or the date of receipt of payment,
whichever is earlier, if the invoice is not issued within the prescribed period, or

(c) the date on which the recipient shows the receipt of services in his books of account,
in a case where the provisions of clause (a) or (b) do not apply.

For the purposes of clauses (a) and (b) above , the supply shall be deemed to have been
made to the extent it is covered by the invoice or, as the case may be, the payment.For
the purpose of clause (a) and (b) above, “the date of receipt of payment” shall be the
date on which the payment is entered in the books of accounts of the supplier or the
date on which the payment is credited to his bank account, whichever is earlier.

(ii) Continuous supply of services
6.3. Incase of continuous supply of services, the time of supply shall be -

(a) where the due date of payment is ascertainable from the contract, the date on which
the payment is liable to be made by the recipient of service, whether or not any invoice
has been issued or any payment has been received by the supplier of service;

(b) where the due date of payment is not ascertainable from the contract, each such time
when the supplier of service receives the payment, or issues an invoice, whichever is
earlier;

(c) where the payment is linked to the completion of an event, the time of completion of
that event;
The Model GST Law empowers the Central or State government to notify

specified supply of services as continuous supply of services.

(iii) Reverse charge
6.4. In case of supplies in respect of which tax is paid or liable to be paid on reverse
charge basis, the time of supply shall be the earliest of the following dates, namely-

(a) the date of receipt of services, or

(b) the date on which the payment is made, or

(c) the date of receipt of invoice, or

(d) the date of debit in the books of accounts.
(iv) Residual provisions
6.5. In a case where the supply of services ceases under a contract before the
completion of the supply, such services shall be deemed to have been provided at the
time when the supply ceases. Where it is not possible to determine the time of supply of
services under any of the above mentioned provisions, the time of supply shall be (a) in
a case where a periodical return has to be filed, the date on which such return is to be
filedorin any other case, the date on which the CGST/SGST is paid.

V. Change in rate of tax (services)

7. The time of supply, in cases where there is a change in the effective rate of tax in
respect of services, shall be determined in the following manner.

(a) in case the taxable service has been provided before the change in effective rate of
tax:
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(i) where the invoice for the same has been issued and the payment is also
received after the change in effective rate of tax, the time of supply shall be the
date of receipt of payment or the date of issue of invoice, whichever is earlier; or

(ii) where the invoice has been issued prior to change in effective rate of tax but
the payment is received after the change in effective rate of tax, the time of supply
shall be the date of issue of invoice; or

(iii) where the payment is received before the change in effective rate of tax, but
the invoice for the same has been issued after the change in effective rate of tax,
the time of supply shall be the date of receipt of payment;

(b) in case the taxable service has been provided after the change in effective rate of tax -

(i) where the payment is received after the change in effective rate of tax but the
invoice has been issued prior to the change in effective rate of tax, the time of
supply shall be the date of receipt of payment; or

(ii) where the invoice has been issued and the payment is received before the
change in effective rate of tax, the time of supply shall be the date of receipt of
payment or date of issue of invoice, whichever is earlier; or

(iii) wherethe invoice has been issued after the change in effective rate of tax but
the payment is received before the change in effective rate of tax, the time of
supply shall be the date of issue of invoice.

VI. Imports and Exports

8.1. As imports of goods is not treated as domestic supply, the treatment for levy of
GST on imports will be distinct from GST on domestic supplies. The time of supply in
such cases will be the relevant date for levy of Customs duty. Date of filing of Bill of
Entry /Declaration for clearance of goods for home consumption shall be the time of
supply in normal cases. In case of prior entry, the date of entry inwards or arrival of the
aircraft under which the goods have been imported, shall be the time of supply.

8.2.  The time of supply for export of goods/services shall be governed by the general
provisions relating to the determination of time of supply of goods/services in India.

Valuation of Supply

I. Introduction

The value of the supply is the value on which the GST is chargeable.
Determination of value of the supply is not only required to charge the goods and
services tax, but also for arriving at the value of supply to compute the turnover
prescribed for obtaining registration under GST. The Model GST Law proposes to adopt
the concept of ‘transaction value’ for determining the taxable value of supply on which

National Academy of Customs Excise and Narcotics (NACEN) Page 72



the goods and services tax shall be levied. Currently, the concept of transaction value is
followed both under Central Excise and Customs legislations for levying central excise
and customs duties by the Central government.

II. Value of a taxable supply

2. The value of a supply of goods and/or services shall be the transaction value, that
is the price actually paid or payable for the said supply of goods and/or services where
the supplier and recipient of the supply are not related and the price is the sole
consideration for the supply. Section 15 of the Model GST Law provides that the
transaction value for the purpose of valuing a taxable supply shall include;

» any amount that the supplier is liable to pay in relation to such supply which has
been incurred by the recipient of the supply and not included in the price actually
paid or payable for the goods and/or services.

» the value, apportioned as appropriate, of such goods and/or services as are supply
directly or indirectly by the recipient of the supply free of charge or at reduced cost
for use in connection with the supply of goods and / or services being valued, to the
extent such value has not been included in the price actually paid or payable

» royalties and licence fees related to the supply of goods and / or services that the
recipient of supplies must pay either directly or indirectly, a condition of the said
supply, to the extent that such royalties and fees are not included in the price
actually paid or payable

» any taxes, duties, fees and charges levied under any statute other than the SGST Act
or the CGST Act or the IGST Act

» incidental expenses such as commission and packing, including any amount charged
for anything done by the supplier in respect of the supply of the goods and/or
services at the time of, or before the delivery of goods /supply of services.

» subsidies provided in any form or manner, linked to the supply

A\

any reimbursable expenditure or cost incurred by or on behalf of the supplier and
charged in relation to the supply of goods and / or services

» any discount or incentives that may be allowed after the supply has been effected.
However, post-supply discount which is established as per the agreement and
known at before the time of supply linked to relevant invoices shall not be included
in the transaction value.

II1. Discounts

1. The Model GST Law provides that the transaction value defined under sub-
section (1) of section 16 shall not include any discount allowed before or at the
time of supply provided such discount is allowed in the course of normal trade
practice and has been duly recorded in the invoice issued in respect of the supply.
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IV. GST Valuation Rules
(i) General provisions

4.1. The Model GST Law provides that where the value of supply of goods and/or
services cannot be determined under sub-section (1) of Section 16, the same shall be
determined in such manner as may be prescribed in the rules, in the following situations
where;

(i) the consideration paid or payable, is not money, wholly or partly
(ii) the supplier and the recipient of the supply are related

(iii) there is reason to doubt the truth or accuracy of the transaction value declared by
the supplier

(iv) business transactions are undertaken by a pure agent, money changer, insurer or
travel agent and distributor or selling agent of lottery

(v) such other supplier as may be notified by the Central or a State government on the
recommendations of the Council.

4.2.  Section 2(28) of the Model GST Law defines consideration in relation to supply of
goods and /or services to include ‘(a) any payment made or to be made, whether in
money or otherwise, in respect of, in response to, or for the inducement of, the supply of
goods and/or services, whether by the said person or by any other person; (b) the
monetary value of any act or forbearance, whether or not voluntary, in respect of, in
response to, or for the inducement of, the supply of goods and/or services, whether by
the said person or by any other person. However, a deposit, whether refundable or not,
given in respect of the supply of goods and/or services shall not be considered as
payment made for the supply unless the supplier applies the deposit as consideration
for the supply’.

4.3. Rule 3 of the GST Valuation (Determination of Value of Supply of Goods and
Services) Rules, 2016 (hereinafter refer to as the GST Valuation Rules) provides for
determining the transaction value in monetary terms.

4.4. Where the supply consists of both taxable and non-taxable supply, the taxable
supply shall be deemed to be for such part of the monetary consideration as is
attributable thereto.

4.5. Transaction value shall be accepted even where the supplier and the recipient of
supply are related, provided that the relationship has not influenced the price.

4.6. Transaction value shall be applicable where the goods are transferred from (a)
one place of business to another place of the same business, and (b) the principal to an
agent or from an agent to the principal.

4.7. The value of supplies specified in para 4.1 above shall be determined by
proceeding sequentially through rule 4 to 6 of the GST Valuation Rules.
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(ii) Value of supply by comparison (Rule 4)

5.1. Where the value of supply cannot be determined under rule 3 of the GST
Valuation Rules, the value has to be determined on the basis the transaction value of
goods and/or services of like kind and quality supplied at or about the same time to
other recipients, adjusted after taking into consideration the relevant factors such as
difference in the (i) dates of supply, (ii) commercial/quantity levels, (iii) composition,
quality/design between the goods / services valued and the goods / services with which
they are compared and (iv) freight and insurance charges depending upon the place of

supply.

5.2.  Goods of like kind and quantity is defined to mean goods which are identical or
similar in physical characteristics, quality and reputation, and perform the same
functions, commercial interchangeable with the goods being valued, supplied by the
same person or by a different person. Services of like kind and quality are defined to
mean the services which are identical or similar in nature, quality and reputation as the
services being valued and supplies by the same person or by a different person.

(iii) Value of supply by computed value method (Rule 5)

6. Where the value of the supply cannot be determined by comparison method, the
same shall be based on a computed value which shall include (a) the cost of production,
manufacture or processing of the goods or the cost of the provision of services, (b)
charges if any for the design or brand, and (c) an amount towards profit and general
expenses equal to that usually reflected in supply of goods and / or services of the same
class or kind as the goods and/or services being valued which are made by other
suppliers.

(iv) Residual method (Rule 6)

7. Where of value of the goods and services cannot be determined under rule 5, the
value shall be determined using reasonable means consistent with the principles and
general provisions of these rules.

(v) Rejection of declared value

8.1  Where the proper officer has reason to doubt the truth and the accuracy of the
value declared in relation to supply of goods and / or services, he may ask the supplier
to furnish further information including documents or other evidence and after
receiving such information or where no such information is forthcoming, it shall be
deemed that the transaction value of such goods and or services cannot be determined
under rule 3 of the GST Valuation Rules.

8.2 The reasons to doubt the truth and accuracy of the value of the supply may
include;
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> the significantly higher value at which goods and / or services of like kind or
quality supplied at or about the same time in comparable quantity, in a
comparable commercial transaction

> significantly lower or higher value of the supply of goods and / or services
compared to the market value of goods and or services of like kind and quality at
the time of supply

> mis-declaration of goods and or services such as description, quality, quantity,

year of manufacture etc.

8.3. The proper officer has to follow the principles of natural justice including
granting of hearing, recording of reasons in writing before proceeding to determine the
value in accordance with the provisions of rule 4 or rule 5 or rule 6, proceeding
sequentially.

(vi) Valuation in certain cases
Pure Agent

9.1 Clause (b) to sub-section (2) of section 15 provides that any reimbursable
expenditure or cost incurred by or on behalf of the supplier and charged in relation to
the supply of goods and or services shall be included in the transaction value, as defined
under sub-section (1) of section 15. Rule 8 of the GST Valuation Rules carves out an
exception to the provisions contained in sub-section (2) of section 15 in respect of the
expenditure or cost that a service provider is incurs, as a pure agent of the recipient, so
as to exclude the same from the transaction value, if such supplier fulfils all the following
conditions, listed below;

» the service provider acts as a pure agent of the recipient of service when he
makes payment to third party for the goods and/or services procured

» the recipient of service receives and uses the goods and/or services so procured
by the service provider in his capacity as pure agent of the recipient of service

» the recipient of service is liable to make payment to the third party

» the recipient of service authorises the service provider to make payment on his
behalf

» the recipient of service knows that the goods and/or services for which payment
has been made by the service provider shall be provided by the third party

» the payment made by the service provider on behalf of the recipient of service
has been separately indicated in the invoice issued by the service provider to the
recipient of service

» the service provider recovers from the recipient of service only such amount as
has been paid by him to the third party, and

» the goods and/or services procured by the service provider from the third party
as a pure agent of the recipient of service are in addition to the services he
provides on his own account.

9.2 A ‘pure agent’ means a person who(a) enters into a contractual agreement with
the recipient of service to act as his pure agent to incur expenditure or costs in the
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course of providing taxable service (b) neither intends to hold nor holds any title to the
goods and/or services so procured or provided as pure agent of the recipient of service
(c) does not use such goods and/or services so procured, and (d) receives only the
actual amount incurred to procure such goods and/or services.

Money Changer

10.1. The value of taxable service provided for the services in so far as it pertains to
purchase or sale of foreign currency, including money changing, shall be determined by
the service provider in the following manner:-

For a currency, when exchanged from, or to, Indian Rupees (INR), the value shall be
equal to the difference in the buying rate or the selling rate, as the case may be, and the
Reserve Bank of India (RBI) reference rate for that currency at that time, multiplied by
the total units of currency. Where, the RBI reference rate for a currency is not available,
the value shall be 1% of the gross amount of Indian Rupees provided or received, by the
person changing the money:

10.2. Where neither of the currencies exchanged is Indian Rupee, the value shall be
equal to 1% of the lesser of the two amounts the person changing the money would have
received by converting any of the two currencies into Indian Rupee on that day at the
reference rate provided by RBI.
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5. GST Payment of Tax

Ease in making payment towards tax and other dues is very important in a country like
India. Challenge before the Empowered Committee was to usher in a mechanism of
payment which is user friendly and at the same time allows payment through various
modes, after utilization of ITC. A seamless payment mechanism has been envisaged.
2. It is noted that under GST regime, some taxes and duties may remain outside the
purview of GST and will continue to be collected in the manner prescribed under
existing accounting procedures/rules/manuals, etc. This means that two types of
challans (one for GST and other for non-GST) will be used and accounted for by the
respective Pay and Accounts Offices (PAOs)/State AGs.
3. The payment processes under proposed GST regime have the following features:

a) Electronically generated challan from GSTN Common Portal in all modes

of payment and no use of manually prepared challan;
b) Facilitation for the taxpayer by providing hassle free, anytime, anywhere
mode of payment of tax;

c) Convenience of making payment online;

d) Logical tax collection data in electronic format;

e) Faster remittance of tax revenue to the Government Account;

f) Paperless transactions;

g) Speedy Accounting and reporting;

h) Electronic reconciliation of all receipts;

i) Simplified procedure for banks;

j)  Warehousing of Digital Challan.

Mode of Payment:

4. As per section 35 (1) of the Act, every deposit made towards tax, interest,
penalty, fee or any other amount shall be credited to the electronic cash ledger of a
taxable person by:
i.  internet banking or by using credit/debit cards or
ii.  National Electronic Fund Transfer (NEFT) or Real Time Gross Settlement
(RTGS) or
iii.  any other mode,

Conditions and restrictions with respect to mode of payment and the manner shall be
prescribed in the rules.

What is the meaning tax?

As per section 2 (94) of the Act, tax means goods and services tax levied on the supply of
goods and/or services under this Act and includes any amount payable under section 8.
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5. Date of deposit:

As per the explanation to section 35 (1) of the Act, the date of credit to the account of the
appropriate Government in the authorized bank shall be deemed to be the date of
deposit.

Maintenance of electronic ledgers:

6. These are running electronic ledgers maintained on the dashboard of a
taxpayer by GSTN). These would be updated in real time on an activity in
connection with these ledgers by the taxpayer. Both the ITC ledger and the cash
ledger will be utilized by the taxpayer for discharging the tax liabilities of the
returns and others. Details in these ledgers will get auto populated from
previous tax period returns (irrespective of mode of filing return i.e. online /
offline utility)

7. Cash ledger: As per section 35 (1), any amount deposited to the account of the
concerned Government (CGST, SGST, IGST and additional tax) shall be credited to the
electronic cash ledger of such person.

8. ITC ledger: As per section 35 (2), ITC as self-assessed in the return shall be
credited to his electronic credit ledger in the first instance. It will have details on ITC
claimed & utilized for CGST, SGST & IGST.

9. Tax Liability ledger: As per section 35 (7) of the act, liabilities of a taxable
person in form of tax, interest, fee & penalty towards CGST, SGST & IGST is recorded and
maintained in this ledger.

Rules for Utilization of Amount in Electronic Ledger:
10. Utilization of amount in cash ledger: As per section 35 (3) of the act, amount
available in the electronic cash ledger may be used for making any payment towards:

e tax,

® interest,
e Dpenalty,
e Fees,

e any other amount payable
11.  Utilization of amount in credit ledger: As per section 35 (4) of the act, amount
available in the electronic credit ledger may be used for making any payment towards:

e making any payment towards tax.

ITC Utilization Rules

12.  ITC Utilization shall be made in the following order:
12.1 As per Section 35 (5) (a) of the act, the amount of input tax credit on
account of IGST available in the electronic credit ledger shall
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(a) first be utilized towards payment of IGST liability
(b) IGST credit, if available, may be utilized towards payment of CGST liability
(c) IGST credit, if available, may be utilized towards payment of SGST liability

12.2 As per section 35 (5) (b) in CGST act, the amount of input tax credit on
account of CGST available in the electronic credit ledger shall:

(a) first be utilized towards payment of CGST liability
(b) CGST credit, if available, to set-off IGST liability, if any

12.3 As per section 35 (5) (b) in SGST Act, the amount of input tax credit on
account of SGST available in the electronic credit ledger shall:

(a) first be utilized towards payment of SGST liability
(b) SGST credit, if available, to set-off IGST liability, if any

12.4 As per section 35 (5) (c) of the act, cross utilization of credit between
CGST & SGST shall not be permitted.

Refund of Balance Amount in Electronic Ledger

13.  As per section 35 (6) of the act, the balance in the cash or credit ledger after
payment of tax, interest, penalty, fee or any other amount payable under the Act/the
rules may be refunded in accordance with the provisions of section 38 and the amount
collected as CGST/SGST shall stand reduced to that extent.

Rules for Discharging Liability
14.  As per section 35 (8) of the act, the taxable person shall discharge his tax and
other dues in the following order:

(a) self-assessed tax, and other dues related to returns of previous tax
periods;

(b) self-assessed tax, and other dues related to return of current tax
period;

(c) any other amount payable under the Act / the rules including the
demand determined under section 51.

15.  As per section 35 (9) of the act, person who has paid the tax shall unless the
contrary is proved be deemed to have passed on the full incidence of such tax to the
recipient.
Provision of Interest on Delayed Payment of Tax
16. As per section 36 (1) of the act, interest shall be payable at a specified rate in case
where a person, who fails to pay the tax or any part thereof for the period for which the
tax or any part thereof remains unpaid. Rate of interest shall be notified by the Central
or a State Government on the recommendation of the Council.
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17. As per section 36 (2) of the act, interest shall be calculated from the first day such
tax was due to be paid.

18. As per section 36 (3) of the act, interest at the prescribed rate shall be payable in
case where taxable person makes an undue or excess claim of ITC under section 29 (10)
on such undue or excess claim. Manner for computation of interest shall be prescribed
in the rules.

Provisions of TDS
19. Who can be the deductor: As per section 37 (1) of the act, the deductor can be:

(a) adepartment or establishment of the Central or State Government, or

(b) Local authority, or

(c) Governmental agencies, or

(d) such persons or category of persons as may be notified, by the Central or

a State Government on the recommendations of the Council,

20. Rate of TDS: The deductor is required to deduct tax at rate of 1% from the
payment made or credited to the supplier of taxable goods and/or services, notified by
the Central or a State Government on the recommendations of the Council.
21. Value of supply for TDS: The deductor is required to deduct tax where total
value of supply under a contract exceeds Rs. 10 lakh. As per the explanation to section
37 (1), for the purpose of deduction of tax, the value of supply shall be taken as the
amount excluding the tax indicated in the invoice.
22. Time-limit for Payment: As per section 37 (2) of the act, the deductor shall be
required to pay the amount deducted as tax within ten days after the end of the
month in which such deduction is made. Certificate to the deductee: As per section
37 (3) of the act, deductor shall be required to furnish to the deductee a certificate
mentioning therein:

i.  the contract value,
ii. rate of deduction,
iii. =~ amount deducted,
iv. amount paid to the appropriate Government and
v.  such particulars as may be prescribed in this behalf.

23. Time limit to furnish such certificate & penalty thereof: As per section 37 (4)
of the act, if any deductor fails to furnish to the deductee the certificate, after deducting
the TDS within five days of crediting the amount so deducted to the appropriate
Government, the deductor shall be liable to pay, by way of a late fee, a sum of Rs.
100/- per day from the day after the expiry of the five day period until the failure is
rectified. However, the amount of fee shall not exceed Rs 5,000/-.

24. Claiming credit of TDS: Deductor is required to file the return and has to
provide the detail of amount of TDS in his return. When deductor pays the amount of
TDS, it shall get reflected into the credit ledger of the deductee. As per section 37 (5)
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of the act, the deductee shall claim credit, in his electronic cash ledger, of the tax
deducted by the deductor.

25. Interest liability on deductor: As per section 37 (6) of the act, if any deductor
fails to pay the amount of TDS to the credit of the appropriate Government, he shall be
liable to pay interest in accordance with the provisions of section 36, in addition to the
amount of TDS.

Transitional Provisions on Recovery, etc:
26. Finalization of proceedings relating to output duty liability: As per
section 156 (1) of the act, every proceeding of appeal, revision, review or
reference relating to any output duty liability initiated before the
implementation of GST, shall be disposed of in accordance with the provisions of
the earlier law, and if any amount becomes recoverable as a result of such
appeal, revision, review or reference, the same shall be recovered as an arrear of
tax under this Act.
27. Treatment of the amount recovered or refunded in pursuance of
assessment or adjudication proceedings: As per section 157 (1) of the act,
where in pursuance of an assessment or adjudication proceedings instituted,
whether before or after the implementation of GST, under the earlier law, any
amount of tax, interest, fine or penalty becomes recoverable from the taxable
person, the same shall be recovered as an arrear of tax under this Act.
28. Treatment of the amount recovered or refunded pursuant to revision
of returns: As per section 158 (1) of the act, where any return, furnished under
the earlier law, is revised and if, pursuant to such revision, any amount is found
to be recoverable from the taxable person, the same shall be recovered as an
arrear of tax under this Act.

Details of three modes of payment: Abstracts from the report of Business Process
for GST on GST Payment Process as approved by the Empowered Committee (It
may be noted that the rules are yet to be finalized):

29.  The following three modes of payment are proposed:

a) Payment by taxpayers through Internet Banking through authorized
banks and through credit card/debit card;
Agency banks are permitted to both receive and make payments on behalf
of the Government and therefore act as Banker to respective governments.
However, authorized banks are only permitted to receive payment of GST
on behalf of the Government, and keeping this distinction in view, the
expression ‘authorized bank’ is used throughout this Document.

b)  Over the Counter payment (OTC) through authorized banks;

c) Payment through NEFT/RTGS from any bank (including other than
authorized banks).
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I PAYMENT BY TAXPAYERS THROUGH INTERNET BANKING THROUGH
AUTHORIZED BANKS AND THROUGH CREDIT CARD/ DEBIT CARD:

Process involved in e-payment of GST:

1. Every tax payer who wants to avail the facility of e-payment will access
GSTN for generation of the Challan through which payment is to be made. The
following methods for creation of draft challan for GST payments are
recommended:

a) By Registered tax payer or his authorized person by logging on to GSTN
Common Portal where basic details (such as name, address, email, mobile
no. and GSTIN) of the tax payer will be auto populated in the challan;

b) By authorized representatives of tax payers by logging on to the GSTN
Common Portal whereafter the list of registered taxpayers represented by
him will be displayed. He can select any tax payer on whose behalf he
proposes to pay GST and challan details for such tax payer will be auto
populated;

c) By grant of temporary Registration number by any one Tax authority on
GSTN Common Portal which can be used by both the tax authorities for
facilitating tax payments on behalf of an unregistered person. Such a
situation can arise during enforcement action by a tax authority and this
temporary registration can be later converted into a regular registration
number (GSTIN) if the tax payer has a regular GST liability to discharge
after the enforcement action (detailed procedure described in Para 78
below);

d) By creation of a challan without requirement of USER ID and Password,
for enabling payment of GST by a registered or an unregistered person on
behalf of a taxpayer as per the directions of the tax authority using the
GSTIN (like the present provision under Service tax). In this method, GSTN
would provide for a validation check (like CAPTCHA) so that challan can
be created by a person and not by machine.

2. Challans will not have details of jurisdictional authorities. The Tax
authorities would send the Taxpayers updated master data to GSTN as well as to
Accounting Authorities. The incremental changes in the said master would also
be sent on real time basis by the Tax authorities to GSTN and Accounting
authorities. As challan would not have a jurisdictional location code, the
Accounting Authorities would use the TAXPAYER Master received from Tax
authorities for mapping the challans with the Jurisdictional PAOs / tax
authorities’ offices by having a suitable mapping mechanism.

3. The taxpayer will fill in the in draft challan details of the taxes that are to
be paid. The tax payer will have the option to pay CGST, IGST, Additional Tax and
SGST concurrently. The tax payers can partially fill in the challan form and
temporarily “save” the challan for completion at a later stage. A saved challan can
be “edited” before finalization. After the tax payer has finalized the challan, he
will generate the challan, for use of payment of taxes. The remitter will have
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option of printing the challan for his record. The challan so generated will have a
14-digit (yymm followed by 10-digit) Unique Common Portal Identification
Number (CPIN), assigned only when the challan is finally generated. After the
challan is generated, it will be frozen and will not be allowed to be modified. The
CPIN/challan so generated would be valid for a period of fifteen days. In case of
payment through Mode Il i.e. NEFT/RTGS, CPINs would remain live with RBI for
a period of 30 days.
The system would purge all unused CPINs on the day immediately after the date
on which the validity period is over (i.e. 15 days if Mode I or II is selected and 30
days if Mode 11l is selected for payment).
4. Since there are three modes of payment, the tax payer has to choose the e-
payment mode. This mode will also cover payment by Credit/Debit Card which
can be used only after log in on the GSTN.
5. Once e-payment mode is selected, options will be shown to taxpayer to
choose between Internet Banking and Credit / Debit Cards for making payment.
In case Internet Banking mode is selected, a field with drop down box detailing
names of various authorized banks, registered with GSTN for Internet Banking,
would be displayed.
6. In case of payment through Internet Banking, once the taxpayer chooses a
particular bank for payment of taxes, GSTN will direct him to the website of the
selected bank. Alongside, GSTN will forward an electronic string to the selected
bank carrying the following details for each challan on real time basis:

a) GSTIN;

b) CPIN;

c¢) Challan Amount;

d) Break Up of the Amount into CGST, IGST, Additional Tax and SGST ;

e) State/UT Government to which SGST remittance pertains.
GSTN in consultation with banks would decide about the requirement of
merchant code as a GSTN identifier.
7. Taxpayer will make the payment using the USER ID and Password
provided by the bank to enter into the secured e- banking area of his bank. He
will select an account for debiting the total tax amount and authorize the
payment. While making the payment, the bank will display the breakup of total
amount payable into CGST, IGST, Additional Tax and SGST and seek confirmation
from the user. No change in the break up as well as the total amount would be
allowed on the Bank’s portal. In case the user wants to change the break up or the
total amount, he should abort the transaction and go back to GSTN portal from
the bank’s portal and reinitiate the process.
8. After the successful completion of a transaction, e-FPB of the concerned
bank will create a unique Challan Identification Number (CIN) against the CPIN.
This will be a unique 17-digit number containing 14-digit CPIN generated by
GSTN for a particular challan and unique 3-digit Bank code (MICR based which
will be communicated by RBI to GSTN). This CIN, as a combination of CPIN and

National Academy of Customs Excise and Narcotics (NACEN) Page 84



Bank Code, will be reported by the banks along with its own Unique Bank
reference number (BRN). Such CIN is an indicator of successful transaction and
will be used as a key field for accounting, reconciliation etc. by taxpayers,
accounting authorities and tax authorities. After every successful e-payment
transaction, there will be an instantaneous reverse flow of information through
an electronic data string from the collecting bank to the GSTN containing the
following details:
a) CIN;
b)  GSTIN;
c) Bank Reference number (BRN);
[Since there could be maximum of four credits against one debit, banking
practice may be ascertained by GSTN. If such transactions (i.e. four credits
against one debit require multiple BRNs i.e. one for each credit entry), all
BRNs should be reported.]
d) Challan amount;
e) Date of Payment;
f)  Time of Payment
9. If the transaction cycle is not completed because of failure of credential
verification, there would be no response from the bank to portal informing about
the same. If a response (positive or negative) is not received by GSTN within the
stipulated period (few minutes), there would be a feature in GSTN to re-ping the
bank system and seek a response against CPIN. There may be a scenario in which
the internet banking transaction is successful, but the connection drops before
the control comes back to GSTN portal, and the re-ping facility will help in finding
the status of such transactions.
10. Upon receipt of confirmation from the bank regarding successful
completion of the transaction, GSTN will inform the relevant tax authorities about
payment of taxes. A copy of the paid challan (downloadable/printable) with auto-
populated CIN, date and time of payment and a statement confirming receipt of
the amount by the bank will be provided to the taxpayer by GSTN.
11.  Thereafter the tax paid challan (CIN) will be credited to the tax ledger
account of the taxpayer. It was discussed and agreed by the Committee that there
would be 20 ledger accounts(one for each Major heads i.e. CGST, IGST, Additional
Tax & SGST and 4 Minor heads for each Major Head i.e. Interest, Penalty, Fees &
Others).

IL. OVER THE COUNTER PAYMENT THROUGH AUTHORIZED BANKS:
Process involved in Over the Counter payment of GST through authorized
banks:

1. Every tax payer who wants to avail the facility of OTC payment (only for
paying tax upto certain amount - The limit will be prescribed in Rules), will
access GSTN for generation of a challan through which payment is to be made.
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2. Upon creation of the draft challan, the taxpayer will fill in the details of the
taxes that are to be paid. From the available payment options, the taxpayer would
select option of cheque, DD or cash based payment. The name of the authorized
bank and its location (city/town/village) where the instrument/cash is to be
presented is required to be filled in necessarily. No outstation cheques are to be
accepted except those which are payable at par at all branches of bank having
presence at that location. In case cheque or DD is selected as the mode of
payment, entry of Instrument details is recommended, but not mandatory, as the
taxpayer may not have the instrument ready at the time of challan generation.
The tax payers can partially fill in the challan form and temporarily “save” the
challan for completion at a later stage. A saved challan can be “edited” before
finalization. After the tax payer has finalized the challan, he will generate the
challan, for use of payment of taxes. The challan so generated will have a Unique
Common Portal Identification Number (CPIN), assigned only when the challan is
finally generated, that will help the portal and other authorities in identifying the
challan. After the challan is generated, it will be frozen and will not be allowed to
be modified. The CPIN / challan so generated would be valid for a period of seven
days within which payment is to be tendered. GSTN will inform the challan
details including validity period to the CBS (Core Banking System) of the selected
bank on a real time basis.

3. Upon successful saving of the challan details, the challan will be available
on the dashboard of the taxpayer in downloadable/printable form. So the
taxpayer can either download the challan form and print it offline or can print the
challan directly from GSTN. If the payment is made by cheque or DD, the challan
itself would have a disclaimer that the payment is subject to realization of cheque
or DD.

4, Thereafter taxpayer will approach the branch of the authorized bank for
payment of taxes along with the instrument or cash. Since the tax payer is
required to pay four types of taxes and the amount is required to be credited in
the accounts maintained by bank for each type of tax, one option for the tax payer
is to submit four instruments for crediting to the respective accounts. Four
instruments may not be required if pooled account for realization of instrument
is maintained. The matter was discussed in detail and it was recommended, that
in the interest of facilitating the payment, each e-FPB should maintain a GST pool
account so that the tax payer can issue only one instrument which will be written
in the name of the GST pool account of the concerned bank. The bank’s IT system
upon realization of the instrument, will immediately first credit that amount to
the GST pool account and then immediately transfer that amount to the
respective tax accounts [CGST, IGST, Additional Tax or SGST(39 accounts) as per
details in challan (CPIN Data)]. However RBI representatives observed that since
there would be real-time sharing of data between GSTN and Agency Banks, the
details would be available to the bank official before submission of the challan by
the customer. In such a situation, GSTN would have already shared the break-up
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of the total amount to the bank and the bank needs to credit the same in the
appropriate head. The internal Accounting mechanism of bank may be left to the
bank to design, as the requirement here is the proper booking and reporting of
the transaction which banks would have to ensure. It was decided that those
banks need not operate a GST pool account which can credit the amount in the
respective tax accounts ‘on the fly’.

5. There should be a linkage between the GSTN and the Core Banking System
(CBS) of the authorized banks whereby the details of challan are shared with the
Authorized bank selected by the tax payer on real time basis so that they can be
stored in the database of banks and also to facilitate the cashier / Teller to verify
the details of the challan submitted by the remitter. This will eliminate the need
for manual feeding of the challan details by the cashier / Teller in the banking
system and thereby reduce the errors in data processing.

6. The taxpayer should preferably carry two copies of the challan, one for
the bank’s record and another for himself to get acknowledgement. In the
alternative, he can use a normal pay-in-slip and mention CPIN and challan
amount in it. On approaching the bank, he should provide the challan itself or at
least CPIN number on normal pay-in-slip to enable the cashier / teller to fetch the
challan details in his system. There should be a customized IT application
(software) in the bank’s system to accept GST receipts on OTC basis. While each
branch can accept GST receipts, the credits should always be to the GST accounts
maintained and operated by e-FPB. The banks not having such system should not
be allowed to accept OTC payments.

7. The cashier / teller will verify the details of challan, payment instrument
and amount provided by the taxpayer with those displayed in his system and
should accept the receipt only when no discrepancy is found. If the challan has
crossed its validity period of 15 days, the bank’s system itself should bar
acceptance of the payment. In any case, the challan would also not be available in
the GSTN and consequently in the bank’s system because it would have been
purged from the System by GSTN upon the expiry of the 15 day validity period.

8. The tax payer may make payment by cash or instruments drawn on the
same bank or on some other bank in the same city. In case of cash payments or
same bank instruments, the payment would be realized immediately and a
transaction number (BTR/BRN) and CIN will be generated immediately at the
authorized bank’s system which will be unique for each and every transaction.
Such successful transactions shall be intimated to GSTN on real-time basis with
details similar to those mentioned in para 21 above. This message will convey to
the common portal that the payment has been successfully received at the bank’s
counter.

9. After generation of BRN, the bank cashier may give a printed receipt from
his system including the Bank’s transaction number (BTR/BRN) and CIN.
However, if it not found feasible to print a separate receipt, the cashier should

National Academy of Customs Excise and Narcotics (NACEN) Page 87



record the BRN and CIN generated from the system, on the tax payer’s copy of the
challan or pay-in-slip as acknowledgment.
10. In case an instrument drawn on another bank in the same city is
presented, the payment would not be realized immediately. In such case, CIN will
not be generated immediately, and cashier should write only the system
generated acknowledgment number on the challan / pay-in-slip and a stamp to
the effect that the acknowledgment by the bank is subject to realization of the
cheque / DD. The tax-payer need not visit the bank again to get CIN as the same
will be communicated to him from GSTN as per the process detailed in para 47 &
48 below. However, if he does not receive any communication from GSTN within
3 days, he should visit the bank to ascertain the status of his payment.
11.  Where the instrument is drawn on another bank, there should be a
validation in the bank’s system to prevent out station cheques (except those
payable at par across cities), and to also prevent deduction of commission
charges for instruments drawn on another bank in the same city.
12. The Authorized Bank would send the instrument for collection and the
transaction would be treated as complete and successful only after the actual
receipt of the amount by the said bank.
13.  The bank will inform GSTN on real time basis in two stages. First when an
instrument is given OTC. At this stage the Authorized bank will forward an
electronic string to GSTN which will contain the following details:

a) CPIN;

b)  GSTIN;

) Challan Amount;

d)  Bank’s acknowledgement number.
On receipt of the above first message, GSTN should send a SMS to the tax payer, in
addition to showing the status of the payment on its portal as subject to
realization.
14. The bank’s system would send a second message to GSTN once the cheque
is realized, the total amount is credited first to GST pool account and thereafter
the funds are credited to the respective tax accounts as per CPIN data (as stated
in para 34 above, GST pool accounts are not required to be maintained by those
banks who can credit the amount in the respective tax accounts ‘on the fly’). On
the day of realization, it will become a successful transaction to be reported to
RBI on T+1 (T = 0 being day of realization). After the successful completion of
transaction, the second acknowledgement will have the same details as
mentioned in para 46 above with three additional details:

a) CIN;

b) Date of Realization of Cheque;

c) Time of realization of cheque;

d) Bank Transaction Number (BRN/BTN).
On receipt of the second message, GSTN would send a SMS to the tax payer, in
addition to updating the status of the payment on its portal.
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15.  This 2 stage intimation by authorized banks is recommended for the
following reasons:

a) Keep awatch on delays on the part of authorized banks in realization;

b) Maintaining a system based control as all branches of authorized banks

will be allowed for OTC.

16. On receipt of the real time information for a successful transaction as per
para 41 above (cash, cheque on same bank or DD) or receipt of the second
message from Bank as per para 47 above (cheque drawn on another bank), the
tax paid challan will be credited to the tax ledger account of the taxpayer. If the
OTC payment was subject to realization (para 46), the initial status on the
dashboard will state so. If the cheque is dishonoured, the presenting bank should
inform GSTN about the fact of dishonour and same will be informed by GSTN to
taxpayer and reflected on his dashboard.

III. PAYMENT THROUGH NEFT/RTGS FROM ANY BANK (INCLUDING
OTHER THAN AUTHORIZED BANKS):

Process involved in payment through NEFT RTGS from any Bank
(including other than authorised banks):

1. Every tax payer who wants to avail the facility of payment through
NEFT/RTGS mode will access GSTN for generation of a challan through which
payment is to be made.

2. Upon creation of the draft challan, the taxpayer will fill in the details of the
taxes that are to be paid. As agreed by the RBI representative, RBI would itself be
the recipient of the amount transferred through NEFT / RTGS, thus eliminating
the need for a link-up first with an authorized branch to receive the payment and
thereafter its transfer to the RBI. RBI would thus perform the role of Authorized
bank and that of e-FPB in this mode of payment. In this view, the name of the
authorized bank will be auto populated as RBI. As a part of the challan
preparation, a tax payer will have to choose the mode of payment as NEFT / RTGS
from any bank. The challan so generated will have a Unique Common Portal
Identification Number (CPIN), assigned only when the challan is finally
generated. The generated Challan will have a NEFT / RTGS mandate associated
with it. This mandate will contain NEFT / RTGS pooling bank account details (i.e.
of RBI) along with IFSC for receiving money. After the challan is generated, it will
be frozen and will not be allowed to be modified. The CPIN so generated would be
valid for a period of seven days within which payment is to be tendered but
would remain live with RBI for a period of 30 days. NEFT/RTGS mandate would
have the validity period of CPIN printed on it. As mentioned above, there shall be
a provision in the GST Law whereby any taxpayer using challan under this mode
beyond the validity period of seven days of the CPIN more than two times would
be barred from availing this facility by GSTN.
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3. Upon successful saving of the challan details, the challan will be available
on the dashboard of the taxpayer in downloadable / printable form. So the
taxpayer can either download the challan form or print it offline or can print the
challan directly from GSTN.
4. Besides the generation of challan, GSTN will also generate NEFT / RTGS
mandate form in prescribed format. The CPIN generated at the portal shall be
incorporated in NEFT/RTGS mandate form in “Account Name” field. RBI would
provide for suitable validations for this field. The “Sender to Receiver” field shall
carry the entry “GST Payment”. In case of NEFT / RTGS payments, there shall also
be a disclaimer on the challan copy and the mandate form that the payment
through NEFT / RTGS is a transaction between the tax payer and his bank and the
payment will be deemed to be received by the government only when the amount
is credited to the designated account in RBI. The payments in this mode would
be permitted only against cheques and no cash payments would be
permitted to initiate NEFT / RTGS transaction for the reasons mentioned in
Para 67 below.
5. The following details will be available in the NEFT / RTGS mandate form:

a) Beneficiary IFSC : IFSC of RBI hosting the NEFT / RTGS account for GST;

b) Beneficiary Account Number : Account Number of RBI’s pooled account

for GST;
c¢) Account Name : CPIN of relevant challan (suitable validation to be
provided by RBI);

d) Total Amount;

e) Sender to Receiver Remarks: GST Payment.
The form will have a provision to write the NEFT/RTGS charges manually and
then record the total amount to be collected by the bank (sum of challan amount
and charges). The entire NEFT/RTGS form will be auto-populated except the part
relating to the charges.
6. Thereafter taxpayer can print a copy of NEFT / RTGS mandate form and
approach his bank branch (any bank) for payment of taxes (within a period of
seven days of the generation of CPIN, so that when the amount is received by RBI,
the CPIN is still valid.) The payments in this mode would be permitted only
against cheques and no cash payments would be permitted to initiate NEFT /
RTGS transaction. NEFT/RTGS mandate would have validity period of CPIN
printed on it. As already mentioned above, there should be a provision in GST law
whereby any taxpayer using this mode beyond the validity period (seven days) of
the CPIN more than twice would be barred from availing this facility by GSTN.

7. GSTN will inform RBI on real time basis the following details:
a) CPIN;
b)  GSTIN;

c) Challan Amount;
d) Break Up of the Amount into CGST, IGST, Additional Tax and SGST;
e) State/UT Government to which SGST remittance pertains.
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8. The accepting bank should add its charges for doing NEFT / RTGS
remittance and collect gross amount from the customer. The amount indicated as
GST amount for remittance should be transferred by the remitter bank to the
designated account of the government in RBI. For the proper identification of the
transaction, there should be a Unique Transaction Reference (UTR) that should
be conveyed along with file details to RBI. The remitter bank must also mention
the CPIN in the NEFT/RTGS mandate as part of the Account Name. The Remarks
field shall mention ‘GST Payment'.
9. Upon successful completion of the transfer at the end of the remitter bank,
the remitter will get a receipt detailing Unique Transaction Reference (UTR).
Taxpayer should thereafter login back to GSTN portal and update the challan
details with Unique Transaction Reference (UTR) provided by the remitter bank
for NEFT / RTGS transaction. An alternate SMS based facility for such updating by
the tax payer (instead of internet based) may be established by GSTN to facilitate
those taxpayers who do not have an internet access. On receipt of the transaction
number, GSTN will communicate this Unique Transaction Reference (UTR) (for
the corresponding CPIN) also to RBI on real time basis.
10. Once the RBI receives the payment in its account with NEFT/RTGS
message, it will link up the payment with the CPIN earlier received from GSTN
and report the transaction to GSTN on real time basis through an electronic string
which will contain the following details:

a) CIN (CPIN and Bank Code of RBI);

b)  GSTIN;

c) Challan Amount;

d) BRN of RBI;

e) Unique Transaction Reference (UTR);

f)  Time of Payment;

g) Date of Payment.
11.  Upon receipt of the electronic string regarding successful completion of
the transaction by GSTN, the tax paid challan will be credited to the cash ledger of
the taxpayer. The GSTN will thereafter lock the CIN so that it cannot be used
again.
12. As recommended in para 58 above, the Mode Il may be implemented
with arrangement of CPIN being mentioned as the “Account Name” in
NEFT/RTGS message. RBI will provide for a suitable validation for this field. In
such arrangement, the chances of error will be only marginal as the remitter
banks take care to mention the account name correctly in any NEFT/RTGS
message. In case of error, NEFT/RTGS unique transaction number (UTR)
intimated by the tax payer can be used as a secondary identifier. The primary
matching by RBI should be with reference to CPIN only, i.e., CPIN as contained in
NEFT/RTGS message and CPIN data provided by GSTN. On successful matching,
the GST pooled account should be debited and the respective 39 tax accounts
(CGST, IGST, Additional Tax and SGST) should be credited simultaneously as per
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the challan details with generation of CIN and BRNs. At this stage, the transaction
should be treated as successful and CIN and BRNs should be communicated to
GSTN by RBI.

13. As stated in para 15 above, though the CPIN is valid for a period of 7 days,
the same would remain live with RBI for a period of 30 days. Thus RBI can accept
the payment during the said period of 30 days. In case payment is received after
the expiry of 30 days, RBI would refund the said amount to the remitter bank.
Keeping in view this requirement, it has been recommended, as mentioned
above, that payments in cash would not be accepted for initiating NEFT / RTGS
transaction.

14. The Committee deliberated the need for a pooled GST account. Based on
inputs provided by RBI, a receiving account is necessary for NEFT /RTGS process.
Therefore, a pooled GST account as an operational necessity will have to be
opened in RBL. This account may be opened in the name of the Accounting
Authority of the Government of India solely for the operational reasons as a
transit account. There should be a validation in RBI system that no funds
pertaining to the transactions with date value T=0 are left in this account when
the scroll is prepared on T+1.

15. If the matching based on CPIN does not succeed, the role of UTR as
secondary matching identifier becomes important. However, it is possible that
RBI may receive NEFT/RTGS message even before the tax payer updates his
challan with UTR number and GSTN informs RBI on real time basis. In case of
failure of CPIN based matching and UTR not being available, the funds will remain
in the pooled account till the UTR is received or scroll is prepared, whichever is
earlier. Such credit in the pooled account should be with a “CPIN mis-match” flag
that a secondary level matching needs to be carried out before scroll is generated
on T+1 basis. Once UTR is provided by GSTN, the secondary matching of all such
transactions remaining in the pooled account should be carried out. If a
transaction can now be linked to the correct challan, the respective Tax accounts
should be credited with generation of CIN and BRNs. There should be a validation
in RBI system that all the transactions with “CPIN mis-match” and date value T=0
in the pooled account are subjected to secondary level matching before
generation of scroll for all taxes.

16. If the matching based on CPIN and UTR NEFT / RTGS transaction number
UTR both fails, the entire receipt should be credited to CGST account with a “CPIN
mis-match” flag so that the Accounting Authorities of Government of India can
account such amount under a separate suspense sub-head (possibly receipts
awaiting transfer i.e. RAT).

17. In all such cases of CGST credits with “CPIN mis-match”, the tax payer will
not get a confirmation SMS from GSTN and his ledger will not reflect the payment.
He can be expected to provide UTR at this stage. Once the UTR becomes available,
GSTN should carry out the matching with CPIN, and communicate following
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details to the Accounting Authorities of Government of India and concerned State

Government.
a) RBIscroll number and date which carried the credit (CGST scroll);
b) BRN;

c) CIN (of credit to CGST account with “CPIN mis-match” flag);

d) Challan amount;

e) Breakup of total amount in CGST, IGST, Additional Tax and SGST;

f)  Name of State Government to whom SGST pertains.
18. Based on the communication from GSTN, CGST Accounting Authorities
shall take steps for clearing the suspense sub-head by transferring the credit to
CGST, IGST and Additional Tax accounting heads, and for carrying out inter-
government transfer to the concerned State Government.
19. The reconciliation between e-Scroll sent by RBI on T+1 and the
transaction details available with GSTN (provided earlier by RBI) will be
performed using CIN and Unique Transaction Reference (UTR).
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6. Electronic Commerce

In the existing VAT, service tax and excise legislation, there are no specific
provisions for e-commerce operators to pay taxes on sale of goods or to make any tax
deductions from the payments being made by them to actual seller of goods. However,
many states, under their VAT law have started prescribing returns to be filed by the e-
commerce operators with information relating to the supplies made through their portal
In order to mitigate the challenges being posed by e-commerce transactions, the Model
GST Law (MGL) endeavors to establish a compliance mechanism to ensure that the
appropriate taxes are discharged by the actual suppliers supplying goods or services
through electronic portals. The pivotal point from where this can be ensured is the E-
commerce operator.

2. Treatment of supplies through e-commerce mode:

2.1 Many models are in vogue for making supplies through e-commerce route. Most
common models are ‘inventory model’, ‘market place model’, ‘fulfillment model’, ‘hybrid
model’ and ‘aggregator model’, etc. A distinction has been made between the supplies of
goods or services being made under various models.

2.2 Section 43B(e) of the MGL defines an Electronic Commerce Operator (Operator)
as every person who owns, operates or manages an electronic platform which is
engaged in facilitating the supply of any goods and/or services. Also a person providing
any information or any other services incidental to or in connection with such supply of
goods and services through electronic platform would be considered as an Operator. A
person supplying goods/services on his own account, however, would not be considered
as an Operator. For instance, Amazon and Flipkart are Operators because they are
facilitating actual suppliers to supply goods through their platform, however, Titan
supplying watches and jewels through its own website would not be considered as an
Operator for the purposes of this provision. Similarly Amazon and Flipkart will not be
treated as Operators in relation to those supplies which they make on their own account.

2.3 The GST provisions relating to supplies through e-commerce mode prescribe the
obligations for Operators facilitating supplies by actual suppliers; actual supplier
supplying goods or services through Operators; supplies through e-commerce mode on
own account; supplies of branded services by aggregators and powers and obligations of
the government under the MGL. The following discussion elaborates these obligations
and powers.

3. Obligations in respect of supplies made through e-commerce route:

3.1  All supplies of goods and / or services, whether through e-commerce route or
otherwise, are subject to payment of CGST & SGST if the supplies are treated as intra-
state supplies or payment of IGST if the supplies are treated as inter-state supplies in
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terms of section3 and 3A of the IGST Act respectively. The suppliers are eligible for the
benefit of threshold exemption provided in the MGL. Section 19 r/w Schedule-III of the
MGL, however, provides that the threshold exemption is not available to inter alia
following categories of suppliers:

i) person making inter-state supplies;

(ii)  person supplying goods and / or services, other than branded services, through
e-commerce Operator;

(iii)  every electronic commerce Operator;
(iv) aggregator providing branded services under his brand name or trade name.

3.2 It may be seen that the actual supplier of goods and / or services and e-commerce
operator making supplies of goods and / or services on his own account would be liable
to discharge liability of GST in respect of supplies made by them and they are even not
eligible for any threshold benefit either. They are liable to comply with all the
obligations cast on normal suppliers under MGL / IGST Act like obtaining registration,
payment of GST, filing of periodical returns, etc.

3.3 A separate category of supplier of branded services has also been provided in the
MGL. The aggregator providing a branded service under his brand name or trade name
would be responsible for payment of GST instead of the actual supplier of service. This
concept has been borrowed from the present service tax law. Companies like Ola, Uber
would get covered under this provision. Section 43(a), 43(c) and 43(b) of the MGL
defines aggregator, branded services and brand name / trade name respectively..

4. Obligations of Operator in respect of supplies made by actual suppliers:

4.1 Under Section 43C(1) of the MGL, the Operator is required to collect (i.e. deduct)
an amount out of the consideration paid or payable to the actual supplier of goods or
services in respect of supplies of goods and / or services made through such Operator.
The Government, on the recommendation of the GST Council, would specify the rate for
such collection (deduction). The timings for such collection/deduction are earlier of the
two events:

(i) the time of credit of any amount to the account of the actual supplier of goods or
services;

(ii) the time of payment of any amount in cash or by any other mode.

This provision casts an obligation on the Operator to collect an amount at the given rate
out of the proceeds payable to the actual supplier of goods or services making supplies
through it.

4.2 The amount so collected by the Operator is to be paid to the credit of appropriate
government within 10 days after the end of the month in which amount was so collected
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/ deducted. Further, the Operator is required to file a Statement containing all amounts
collected by him for the supplies made through his Portal within 10 days of the end of
the calendar month to which such statement pertains. The said statement would contain
the names of the supplier(s), details of respective supplies made by them and the
amount collected on their behalf. The Form and Manner of the said Statement would be
prescribed in the GST Rules.

4.3 It may be noted that the Operator is broadly responsible to collect/deduct the
specified percentage of amount out of the proceeds payable to the actual suppliers, pay
such amount to the government and file a statement containing respective details. The
time available to the Operator to deposit the collected amount on behalf of suppliers and
to file the respective Statement containing the details of such collection is 10 days after
the end of the month to which such collection relates. Further, the Operator is
responsible to provide the information sought by the Government relating to the details
of the supplies made by the actual suppliers using his Portal.

5. Obligations of actual suppliers making supplies through the Operators:

5.1 The suppliers on whose behalf payments have been made to the Government by
the Operator after making deductions out of the amount collected on account of their
supply proceeds, would be entitled to claim credit of such amount in their respective
electronic cash ledger.

5.2 The details of supplies contained in the statements submitted by the Operator
would be matched with the information contained in the periodical returns submitted
by the actual suppliers and the discrepancy, if any would be notified to both Operator as
well as actual supplier. In case of any discrepancy, the actual supplier need to rectify that
in the same month in which the discrepancy is communicated, and this should be
reflected in the return filed for that month. In case such rectification is not made within
the same month, the amount of discrepancy shall be added to the output liability of the
actual supplier for the next calendar month in the prescribed manner. The said liability
is to be paid by the actual supplier along with interest from the date when such tax was
due.

6. Powers of Government:

6.1  An officer not below the rank of Joint Commissioner may require the Operator to
furnish details relating to:

(i) supplies of goods / services effected through the Operator during any period;

(ii) stock of goods held by actual supplier making supplies through such Operator in the
godowns or warehouses belonging to the Operator and registered as additional place of
business by the actual supplier.
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6.2  The Operator is required to furnish the above information within 5 working days
from the date of service of notice asking such information. In case of failure to furnish
such information, the penalty could be extended to Rs. 25,000/-.

7. Conclusion:

7.1 In sum, the e-commerce operators facilitating supplies by actual suppliers would
be required to collect TCS on such supplies besides being liable for paying GST as
supplier of services rendered in relation to such supplies, while those making supplies
on their own account or the aggregators making supplies of branded services would be
liable to discharge the GST liability as suppliers of goods or services.

7.2 It may be noted that as far as e-commerce operators are concerned, no tax
liability has been imposed upon them in respect of supplies made by actual suppliers
through them except for the liability to discharge tax on the services rendered in
relation to such supplies. Their obligation is restricted to provide information to the
government regarding the details of supplies made by the actual suppliers and to deduct
and deposit a percentage of taxes from the collection payable to the said suppliers.

National Academy of Customs Excise and Narcotics (NACEN) Page 97



ANNEXURE
LIST OF RELEVANT PROVISIONS

1.

o 1w

0 © N

Section 43B: E-commerce related definitions

Section 43C: TCS

Section 3(4): Supply of a branded service by an aggregator

Section 7: Levy and collection of CGST / SGST

Section 9: Taxable person

Section 19 r/w Schedule - III (para 5(i), (viii), (ix) & (x): Categories of persons
who are required to get registered notwithstanding the general provisions
relating to threshold

Section 3 & 3A of IGST Act: Nature of supply

Section 4 of IGST Act: Levy and collection of IGST

Section 5 of IGST Act: Place of provision for goods

Section 6 of IGST Act: Place of provision for services
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7.]Job Work

Movement of goods to job workers is an essential business situation which occurs
frequently. Many times a manufacturer send goods to a job worker for getting further
work done on them, and receive the goods back from job worker or sell the goods
directly from the place of job worker. The tax position along with this movement of
goods needs specific attention because the availability of input credit depends on use of
goods for the manufacture of final product, and once goods are removed from the
factory, it is significant to ensure that these goods either come back to the factory of
manufacturer or otherwise are incorporated in the final goods sold by the manufacturer.
In the existing regime, the value addition by the job worker is either taxable as
manufacture or as taxable service, and in both cases, an exemption is granted to job
worker in case, the principal manufacturer pays duty on the goods received after job
work including the value addition. Presently the concept of taxation of the goods sent to
a job worker is used in central laws, namely central excise and service tax. It is not used
in VAT laws. In GST Act, the same concept has been adopted more or less.

2. Concept of Job Work:

2.1 Section 2(62) of the MGL provides that “job work” means undertaking any
treatment or process by a person on goods belonging to another registered taxable person
and the expression “job worker” shall be construed accordingly. This definition is much
wider than the one given in Notification No. 214/86 - CE dated 23rd March, 1986 as
amended, wherein job work has been defined in such a manner so as to ensure that the
activity of job work must amount to manufacture. Thus the definition of job work itself
reflects the change in basic scheme of taxation relating to job work in the proposed
regime.

3. Concept of supply:

3.1  As the incidence of supply attracts GST, the first question is whether the goods
sent by the principal to a job-worker is a supply of goods or not. In this regard, Para 5 of
Schedule I of the MGL states that the supply of goods and/or services by a taxable
person to another taxable or non-taxable person in the course of furtherance of business
shall be treated as supply without consideration. However, the proviso to the said para
carves out a distinction in case of supply of goods for job-work by a registered taxable
person to a job-worker in terms of section 43A of the MGL. The proviso clearly spells out
that the supply of goods by a registered taxable person (principal) to job worker shall
not be regarded as supply of goods. Therefore, it can be inferred that no GST shall be
applicable on the goods supplied by the registered principal to a job worker. This
position is same as is prevalent in the present law.
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3.2 Section 43A of the MGL provides that the registered taxable person (principal)
can send the taxable goods to a job worker for job work without payment of tax. He can
further send the goods from one job worker to another job worker and so on. The
principal can bring back such goods, after completion of job work, for supply from his
own place of business either on payment of tax within India or the goods can be cleared
for exports with or without payment of tax. The principal need not bring back the goods
to his place of business and he can supply such goods from the place of business of job
worker itself provided the principal has declared the premises of job worker as his
additional place of business. The goods can be supplied directly from the place of
business of job worker without declaring it as additional place of business in two
circumstances namely where the job worker is a registered taxable person or where the
principal is engaged in supply of such goods as may be notified in this behalf.

3.3 Explanation 2 to para 1 of Schedule-III also provides that the supply of goods,
after completion of job-work, by a registered job-worker shall be treated as the supply
of goods by the principal and the value of such goods shall not be included in the
aggregate turnover of the registered job worker.

4. Position of Input Credit in respect of the goods sent to job worker:

4.1  In the Central Excise Law, since duty is payable at the time of removal of goods
from the factory of the manufacturer, the incidence of sending goods to job worker
which involves removal of goods from the manufacturer’s factory has been specifically
noted and its tax position has been specifically carved out. However, the input credit
position and duty payment position at the time of removal of goods from the factory are
inter-twined because of the fact that the reversal of respective credit on account of
removal of goods practically amounts to payment of duty on such removal.

4.2 In the MGL, aspects relating to taking input tax credit in respect of inputs/capital
goods sent for job-work have been specifically dealt in Section 16A, which provides that
the credit of taxes paid on inputs or capital goods can be taken in the following manner:

1. Principal shall be entitled to take credit of inputs sent to a job-worker if the said
inputs, after completion of job-work are received back in 180 days from the date
of being sent out. In case the inputs are sent directly to the job-worker, the date
shall be counted from the date of receipt of inputs by job-worker. Further the
credit has to be reversed, with interest, in case the inputs are not received back
within the specified time. The credit can be reclaimed when the inputs are
actually received back.

2. Principal shall be entitled to take credit of capital goods sent to a job-worker if
the said capital goods, after completion of job-work are received back in 2 years
from the date of being sent out. In case the capital goods are sent directly to the
job-worker, the date shall be counted from the date of receipt of capital goods by
job-worker. Further the credit has to be reversed, with interest, in case the
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capital goods are not received back within the specified time. The credit can be
reclaimed when the capital goods are actually received back.

4.3  This position is similar to the existing position as is obtaining in the CENVAT
Credit Rules, 2004 (CCR). The related existing provisions provide that when inputs are
removed from factory to job worker, respective CENVAT credit is not to be reversed (or
duty is not payable) at the time of removal; and in case such goods are received back in
the factory within 180 days of removal, there is no need for any credit reversal or duty
payment on this account. Similar provision exists for sending the capital goods to job
worker if the goods are returned within 2 years of removal. In case, goods do not come
back within the specified time frame of 180 days or 2 years, the respective credit on
these goods has to be reversed (or duty to be paid equal to the amount of credit taken on
them), and whenever the goods come back, the same credit can be taken again by the
manufacturer.

5. Movement of goods from Job Worker’s place:
5.1 There could be three possible situations -

1. The goods sent from first job-worker to another job worker - the permission
taken from the Commissioner by special order would suffice.

2. After completion of job-work, the Commissioner may allow to bring back such
goods without payment of tax to any place of business of the principal (as defined
in section 2(75) of MGL), from where the goods will be finally supplied on
payment of tax within India or the goods may be exported with or without
payment of tax.

3. After completion of job-work, the Commissioner may allow the registered taxable
person to supply the goods directly to the customers from the place of job worker
on payment of tax within India or export the goods with or without payment of
tax. This is allowed only when -

a. Either the job worker is registered taxable person under GST; or

b. The principal declares the place of business of job worker as his additional
place of business; or

c. The goods supplied are notified goods where above conditions do not

apply.

5.2 It may be noted that the provisions relating to ‘job work’ are applicable only to
taxable goods. In other words, these provisions are not applicable to exempted or non-
taxable goods. The principal, if intends to send exempt / non-taxable goods for job work,
can devise his own procedure for the same.

5.3 The responsibility for accountability of the goods sent for job work including
payment of tax thereon shall always lie on the principal.
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6. Transitional provisions:

6.1  One of the critical aspects while transition into GST would be the goods already
sent on job-work prior to the appointed date i.e. date on which Act shall come into effect.
In this regard, transitional provisions have been specified for inputs/semi-finished
goods/finished goods sent to job-worker prior to appointed date but received on or
after the appointed date. Further, the provisions have been specified from the
perspective of CGST as well as SGST. Section 150 and 151 of the MGL deals with the job
work which may amount to manufacture and Section 152 deals with the finished goods
sent for specified services like testing etc. which are chargeable to service tax in the
existing regime.

6.2  No transitional provision has been provided for the capital goods removed prior
to appointed day and received back thereafter.

6.3  As per the provisions contained in Section 150 to 152 of the MGL, where
inputs/semi- finished goods/ finished goods are sent for job work, etc. prior to the
appointed day and are received back after that day, there could be following situations -

1. When goods are received back within 6 months of the appointed day, no tax shall
be payable under GST regime - the manufacturer would have already taken
credit on such inputs.

2. When goods are not received back within 6 months of the appointed day, the
time may be extended by a maximum period of 2 months by the appropriate
authority on showing a reasonable cause, no tax shall be payable under GST
regime - the manufacturer would have already taken credit on such inputs.

3. When goods are not received back within 6 months of the appointed day or the
extended period, immediately after the expiry of such period, the principal
(known as manufacturer under the earlier regime) is liable to pay GST (both
CGST and SGST) on the goods so removed earlier.

Note: The manufacturer would have already taken credit on such inputs in the
earlier regime which would have got converted to the GST credit for the equal
value, the GST payable by the principal would present an equitable tax position.

4. When after six months from appointed day or extended period thereafter, at any
point of time, goods are finally received back from the job worker, the job worker
will charge GST (both CGST and SGST) as such return of goods would constitute
supply for the job worker.

6.4  The above facility would be applicable only when both principal and job worker
declare the details of stock of inputs, semi-finished goods or finished goods, as the case
may be, on the appointed day.

7. Conclusion:

7.1  In sum, it may be mentioned that the provisions as obtaining in the present
central taxation system have been retained in the GST regime.
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ANNEXURE
LIST OF RELEVANT PROVISIONS

1.
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Definitions:

a) Section2 (62): Job work & Job worker

b) Section 2 (75): Place of Business

c) Section 2(96) r/w Section 9: Taxable person

Section 16A: Taking ITC of tax paid on inputs or capital goods sent for job work

Section 43A: Sending goods for job work

Para 5 of Schedule-I: Supply of goods and / or services, without consideration, to

a job worker is not to be treated as supply

Explanation 2 to para 1 of Schedule-IlI: Value of goods after job work not to be

included in aggregate turnover of registered job worker

Transitional Provisions:

a) Section 150: Inputs removed for job work before appointed day but returned
after the appointed day

b) Section 151: Semi-finished removed for job work before appointed day but
returned after the appointed day

c) Section 152: Finished goods removed for carrying out certain processes
before appointed day but returned after the appointed day
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8. Input Tax Credit

One of the key features of Goods and Service Tax (GST) in India is its
uninterrupted and continuous chain of input tax credit (ITC). In the present indirect
taxation system, cascading of tax is significant due to non-availability of ITC at various
stages. For example ITC of CST, Entry Tax, Luxury Tax is not available. Similarly ITC of
VAT is not available to manufacturers and service providers and ITC of Central Excise
duty, service tax & CVD is not admissible to dealers in goods. Under GST law, ITC will
follow supply chain not only in intra-State transactions but also in inter-State
transactions. Moreover, credit of tax paid at the time of import of goods and services
would also be creditable. This is expected to result into significant reduction in
cascading of taxes.

2. Concept of ITC in Model GST Law (MGL)

2.1 Section 2 (58) of MGL defines ITC as credit of input tax as defined in section 2
(56) [actually it is section 2 (57)]. “Input tax” has been defined in section 2 (57) as

“input tax" in relation to a taxable person, means the {IGST and CGST}/{IGST and SGST}
charged on any supply of goods and/or services to him which are used, or are intended to
be used, in the course or furtherance of his business and includes the tax payable under
sub-section (3) of section 7.

[t implies that input tax consist of IGST & CGST in CGST Act and IGST & SGST in SGST Act.
It also provides that the underlying supply of goods and/or services should be used or
intended to be used by the taxable person in the course or furtherance of his business.
Further, credit of tax paid on reverse charge basis can also be taken by the taxable
person. It may be noted that since CGST Act also recognizes credit of IGST, the credit of
IGST is allowed to be used for discharging CGST liability. Similarly, SGST Act also
recognizes credit of IGST, so the credit of IGST is allowed to be used for discharging
SGST liability.

2.2 Under section 2 (1) (d) of the IGST Act, input tax is defined as IGST, CGST or
SGST charged on any supply of goods and / or services. So, in the IGST Act, input tax
consists of all three taxes, IGST, CGST and SGST. It implies that credit of all three can be
used for discharging IGST liability.

2.3 AsITC is credit of tax paid on inward supplies of goods or services, it is essential
to understand three terms, namely inputs, capital goods and input services.

2.4  As per section 2 (54) of the MGL,“input” means any goods other than capital
goods, subject to exceptions as may be provided under this Act (i.e. MGL) or the rules made
thereunder, used or intended to be used by a supplier for making an outwardsupply in the
course or furtherance of business.
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2.5  As per section 2 (55) of the MGL, “input service” means any service, subject to
exceptions as may be provided under this Act or the rules made thereunder, used or
intended to be used by a supplier for making an outwardsupply in the course or
furtherance of business.

2.6 Asper section 2 (20) of MGL“capital goods” means: -
(A) the following goods, namely:-

(i) all goods falling within Chapter 82, Chapter 84, Chapter 85, Chapter 90, heading 6805,
grinding wheels and the like, and parts thereof falling under heading 6804 of the Schedule
to this Act;

(ii) pollution control equipment;

(iii) components, spares and accessories of the goods specified at (i) and (ii);
(iv) moulds and dies, jigs and fixtures;

(v) refractories and refractory materials;

(vi) tubes and pipes and fittings thereof;

(vii) storage tank; and

(viii) motor vehicles other than those falling under tariff headings 8702, 8703, 8704, 8711
and their chassis but including dumpers and tippers

used-
(1) at the place of business for supply of goods; or

(2) outside the place of business for generation of electricity for captive use at the place of
business; or

(3) for supply of services,

(B) motor vehicle designed for transportation of goods including their chassis registered in
the name of the supplier of service, when used for

(i) supplying the service of renting of such motor vehicle; or
(ii) transportation of inputs and capital goods used for supply of service; or
(iii) supply of courier agency service;

(C) motor vehicle designed to carry passengers including their chassis, registered in the
name of the supplier of service, when used for supplying the service of-

(i) transportation of passengers; or
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(ii) renting of such motor vehicle; or
(iii) imparting motor driving skills;

(D) Components, spares and accessories of motor vehicles which are capital goods for the
taxable person.

2.7 It may be seen that the definition of capital goods is borrowed from the CENVAT
Credit Rules. There is however a distinguishing feature in GST. Under the GST regime,
ITC in respect of capital goods is allowed to be taken in one go unlike staggered
availment presently permitted in Central Excise and Service Tax and in some VAT laws.
[t is also important to note that although ITC on inputs and capital goods is permitted in
one go yet inputs and capital goods have been defined separately. The necessity of
separate definitions of inputs and capital goods is required because some provisions of
MGL differentiate capital goods from inputs. For example, when capital goods, on which
ITC had been taken, are supplied, the reversal of ITC or payment of ITC is calculated in a
specific manner in terms of the provisions contained in section 16 (14) of MGL.
Similarly, capital goods and inputs have been treated differently, in section 16A, when
these are sent for job work.

3. Additional Concepts:

In order to fully comprehend the concept of ITC, some other concepts like supply,
inward supply, outward supply, output tax, place of business, reverse charge, valid
return, etc. as provided in the MGL are discussed in subsequent paras.

3.1 Interms of section 2 (92) of MGL, “supply” shall have the meaning as assigned to
it in section 3. Section 3 defines supply as:

“(1) Supply includes

(a) all forms of supply of goods and/or services such as sale, transfer, barter, exchange,
license, rental, lease or disposal made or agreed to be made for a consideration by a person
in the course or furtherance of business,

(b) importation of service, whether or not for a consideration and whether or not in the
course or furtherance of business, and

(c) a supply specified in Schedule I, made or agreed to be made without a consideration.

(2) Schedule 11, in respect of matters mentioned therein, shall apply for determining what
is, or is to be treated as a supply of goods or a supply of services.

(2A) Where a person acting as an agent who, for an agreed commission or brokerage,
either supplies or receives any goods and/or services on behalf of any principal, the
transaction between such principal and agent shall be deemed to be a supply.
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(3) Subject to sub-section (2), the Central or a State Government may, upon
recommendation of the Council, specify, by notification, the transactions that are to be
treated as—

(i) a supply of goods and not as a supply of services; or
(ii)  asupply of services and not as a supply of goods; or
(iii)  neither a supply of goods nor a supply of services.

(4) Notwithstanding anything contained in sub-section (1), the supply of any branded
service by an aggregator, as defined in section 43B, under a brand name or trade name
owned by him shall be deemed to be a supply of the said service by the said aggregator.”

Thus, the definition and scope of supply in MGL is quite expansive and comprehensive.
Supply includes all forms of supply whether or not for a consideration as long as it is in
the course or furtherance of business.

3.2 Inward supply in relation to a person, in terms of section 2 (61) of MGL,shall
mean receipt of goods and/or services whether by purchase, acquisition or any other
means and whether or not for any consideration. Thus, it covers receipt of goods or
services by any means with or without consideration.

3.3 Outward supplyin relation to a person, in terms of section 2 (73) of MGL, shall
mean supply of goods and/or services, whether by sale, transfer, barter, exchange, licence,
rental, lease or disposal made or agreed to be made by such person in the course or
furtherance of business except in case of such supplies where the tax is payable on reverse
charge basis. Thus, it covers all forms of supply excluding supplies where GST is payable
by the recipient under reverse charge mechansim. It is important to note that the supply
is not to be treated as outward supply in the hands of the recipient although he is liable
to discharge the GST liability. In view of this, he cannot discharge this tax liability by
utilizing the ITC available with him and he would be required to discharge this tax
liability in cash only i.e. through electronic cash ledger only.

3.4  Output tax in relation to a taxable person, in terms of section 2 (72) of MGL,
means the CGST/SGST chargeable under this Act on taxable supply of goods and/or
services made by him or by his agent and excludes tax payable by him on reverse charge
basis. Section 2(1)(g) of the IGST Act defines output tax as “output tax” in relation to a
taxable person, means the IGST chargeable under the Act on taxable supply of goods
and/or services by him or his agent and excludes tax payable by him on reverse charge
basis. It can be inferred from this definition that tax payable by a recipient on reverse
charge basis is not an output tax although he is liable to discharge the GST liability. In
view of this, he cannot discharge this tax liability by utilizing the ITC available with him
and he would be required to discharge this tax liability in cash only i.e. through
electronic cash ledger only.
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3.5 Place of business, in terms of section 2 (75) of MGL, includes

“(a) a place from where the business is ordinarily carried on, and includes a warehouse, a
godown or any other place where a taxable person stores his goods, provides or receives
goods and/or services; or

(b) a place where a taxable person maintains his books of account; or

(c) a place where a taxable person is engaged in business through an agent, by whatever
name called.”

3.6 It may be seen from the definition of capital goods, as contained in para 2.6
above, that the place of business plays an important role with respect to availability of
ITC on capital goods. The ITC on capital goods is admissible if used:

(1) at the place of business for supply of goods;
(ii)  outside the place of business for generation of electricity for captive use at the
place of business;
(iii)  for supply of services.
Thus capital goods have to be used at the place of business by the supplier of
goods whereas they can be used anywhere by supplier of services.

3.7  Reverse charge, in terms of section 2 (85)of MGL,means the liability to pay tax by
the person receiving goods and/or services instead of the person supplying the goods
and/or services in respect of such categories of supplies as the Central or a State
Government may, on the recommendation of the Council, by notification, specify. Provision
for Reverse charge liability has been created under section 7 (3) of MGL which provides
that “notwithstanding anything contained in sub-section (2), the Central or a State
Government may, on the recommendation of the Council, by notification, specify categories
of supply of goods and/or services the tax on which is payable on reverse charge basis and
the tax thereon shall be paid by the person receiving such goods and/or services and all the
provisions of this Act shall apply to such person as if he is the person liable for paying the
tax in relation to such goods and/or services”.

3.8  Thus, section 2 (85) read with section 7 (3) of the MGL puts onus of payment of
tax in certain supplies on the recipient of goods and / or services. It may be noted that
this arrangement has precedence in the present service tax law. The objective of this
special provision is to cover those sectors which are difficult to tax because of their
unorganized and scattered nature.

3.9  As per the provisions contained in section 2(106) of the MGL, Valid return
means the return as per section 27 of the MGL. Section 27(3) of the MGL provides that
the return furnished by a taxable person shall not be treated as valid return unless the
full tax due as per the said return has been paid. It is only the valid return that would be
used for allowing ITC to the recipient. In other words, unless the supplier has not paid
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the entire self-assessed tax and filed his return and the recipient has filed his return, the
ITC of the recipient would not be confirmed.

4. Categories of eligible taxpayers who can avail ITC:
4.1  The scheme of taking ITC is provided under section 16 of Chapter V of the MGL.

4.2 As per the provisions contained in section 16(1) of the MGL, every registered
taxable person shall be entitled to ITC which shall be credited to the electronic credit
ledger of such person. The conditions and restrictions on taking ITC shall be prescribed
under rules. ITC can be taken in time and manner provided in section 35 of MGL. Section
35(2) of the MGL (similar provision contained in section 7(2) of the IGST Act) provides
that the ITC as self-assessed in the return would be credited to the electronic credit
ledger of the recipient.

4.3 Section 16(2) of the MGL provides that a person who has applied for a new
registration shall be entitled to ITC in respect of inputs held in stock and inputs
contained in semi-finished or finished goods held in stock (hereinafter called ‘goods held
in stock’) on the day immediately preceding the date from which he becomes liable to
pay tax. However, the person has to apply for registration within thirty days from the
date on which he becomes liable to registration. The amount of ITC would be calculated
in accordance with the generally accepted accounting principles. It may be inferred,
therefore, that a new registrant would not be eligible for ITC in respect of goods held in
stock if he does not apply for registration within thirty days of the liability to obtain
registration.

4.4 A person can take voluntary registration under section 19 (3) of the MGL and pay
tax even when his aggregate turnover is below the exemption threshold. Section 16(2A)
of the MGL allows such person to take ITC in respect of “goods held in stock” on the day
immediately preceding the date of registration. The amount of ITC would be calculated
in accordance with the generally accepted accounting principles.

4.5  Section 8 of the MGL provides for composition scheme which provides that the
person, whose aggregate turnover is below certain threshold, can opt to pay tax on his
turnover at certain specified rate. A person opting for composition levy is not eligible to
take ITC. Such person can opt out of composition scheme or ceases to be a composition
taxpayer after crossing the prescribed composition threshold. Such person at the time of
switching over to normal scheme, in terms of section 16(3) of the MGL, shall be entitled
to take ITC in respect of “goods held in stock” on the day immediately preceding the date
from which he becomes liable to pay tax as normal taxpayer. The amount of ITC would
be calculated in accordance with the generally accepted accounting principles.

5. General disciplines in taking ITC:

5.1  Section 16 (11) of the MGL lays down four essential conditions for entitlement of
ITC:
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(a) The registered taxable person should be in possession of tax paying document issued
by a supplier;

(b) The taxable person has received the goods and / or services;

(c) The tax charged on such supply has been actually paid to the government either in
cash or through utilization of input tax credit; and

(d) The taxable person should have furnished the return under section 27.

5.2 Under the present central indirect tax laws, filing of return by the recipient is not
compulsory in order to take ITC. A combined reading of section 27(3) and Proviso to
section 28 of the MGL makes it clear that filing of valid return both by the supplier as
well as by the recipient is necessary for availment and utilization of ITC.

53  Where the goods against an invoice are received in lots or instalments, the
registered taxable person shall be entitled to the credit upon receipt of the last lot or
instalment.

54 It has also been provided that ITC can be taken on an invoice billed to the taxable
person even where goods have been delivered to a person other than taxable person
[‘bill to’- ‘ship to’ scenarios]. For this purpose, it would be deemed that the taxable person
has received the goods although the goods have been delivered to a third party on his
directions.

6. Restrictions on taking ITC:

6.1 Section 16 (3A) of the MGL provides that the ITC cannot be taken in respect of
any supply of goods and / or services after the expiry of one year from the date of issue
of tax invoice relating to such supply. So, the recipient cannot take ITC on any inward
supply beyond one-year period from the date of issuance of invoice even if he was
otherwise eligible for ITC.

6.2  Section 16 (15) of the MGL provides that ITC cannot be taken beyond the month
of September of the following FY to which invoice pertains or date of filing of annual
return, whichever is earlier. The underlying reasoning for this restriction is that no
change in return is permitted after September of next FY. If annual return is filed before
the month of September then no change can be made after filing of annual return.

6.3 A combined reading of section 16(3A) and 16(15) makes it clear that the ITC can
be availed within one year of issuance of invoice by the supplier or filing of return for
the month of September of the following FY or filing of annual return whichever is
earlier.

6.4  Section 16 (5) of the MGL provides for the restrictions on the amount of ITC to
the extent of taxes paid on goods and / or services used partly for the purpose of any
business and partly for other purposes. Similarly section 16 (6) of the MGL restricts the
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amount of ITC to the extent of taxes paid on goods and / or services are partly used for
making taxable supplies including zero-rated supplies and partly in in non-taxable
supplies including exempt supplies. In other words, ITC of taxes paid on goods and / or
services is permitted only to the extent they are used in taxable supplies and zero-rated
supplies only. The manner of attribution shall be prescribed by notification.

6.5  Section 16 (9) of the MGL provides for the negative list with respect to the
admissibility of ITC. It is provided that the ITC on following items cannot be availed:

(a) motor vehicles, except when they are supplied in the usual course of business or
are used for providing the following taxable services—

(i) transportation of passengers, or
(ii) transportation of goods, or
(iii) imparting training on motor driving skills;

(b) goods and / or services provided in relation to food and beverages, outdoor
catering, beauty treatment, health services, cosmetic and plastic surgery,
membership of a club, health and fitness centre, life insurance, health insurance and
travel benefits extended to employees on vacation such as leave or home travel
concession, when such goods and/or services are used primarily for personal use or
consumption of any employee;

(c) goods and/or services acquired by the principal in the execution of works contract
when such contract results in construction of immovable property, other than plant
and machinery;

(d) goods acquired by a principal, the property in which is not transferred (whether
as goods or in some other form) to any other person, which are used in the
construction of immovable property, other than plant and machinery;

(e) goods and/or services on which tax has been paid under section 8; and

(f) goods and/or services used for private or personal consumption, to the extent they
are so consumed.

6.6  In other words, ITC is allowed in respect of taxes paid on all goods and / or
services, except listed in para 6.5 above, provided they are used or intended to be used
for making taxable including zero-rated supplies.

6.7  Section 16(10) of the MGL provides that the ITC on capital goods cannot be taken
where depreciation on the tax component of the cost of capital goods has been claimed
under Income Tax Act, 1961. This provision has been borrowed from the CENVAT Credit
Rules and is based on the principle that the taxable person cannot enjoy double benefit
even under two different statutes.
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7. Availment and Utilization of ITC:

7.1  As per the provisions contained in section 16(11) of the MGL, filing of return by
the recipient is one of the important conditions for availing the ITC. Section 28 r/w
section 35(2) of the MGL (section 7 (2) of the IGST Act) provides that the ITC, as self-
assessed, would be credited to the electronic credit ledger of the recipient on a
provisional basis. Provisions contained in section 29 of the MGL provides that the ITC
would be confirmed only if the inward details filed by the recipient are matched with the
outward details furnished by the supplier in his valid return. In case of mismatch
between the inward and outward details, the supplier would be required to rectify the
mis-match within a period of two months and if the mis-match continues, the ITC would
have to be reversed by the recipient. Proviso to section 28 of the MGL also provides that
the recipient can avail the ITC but cannot utilize the same unless he also discharges his
self-assessed tax liability.

7.2 A combined reading of all these provisions indicates that the recipient can avail
the ITC, on provisional basis, immediately on receipt of goods and / or services but the
ITC will have to be reversed after a period of two months if the outward and inward
supply details are not matched. The said matching would happen only when both the
supplier and the recipient have uploaded the respective outward and inward supply
details, the supplier has filed his valid return and the recipient has filed his return. It is
only after such matching has taken place that the ITC allowed on provisional basis would
be confirmed.

7.3 Section 35(4) of the MGL (section 7(4) of IGST Act) provides that ITC can be used
only for payment of tax, and not for any other liability like interest, penalty, fee.

7.4  Section 35 (5) of the MGL (section 7 (5) of IGST Act) provides the manner in
which the ITC can be utilized. The permitted combinations are as follows:

(a) The amount of ITC of IGST available in the electronic credit ledger shall first be
utilized towards payment of IGST and the amount remaining, if any, may be utilized
towards the payment of CGST and SGST, in that order.

(b)  The amount of ITC of CGST available in the electronic credit ledger shall first be
utilized towards payment of CGST and the amount remaining, if any, may be utilized
towards the payment of IGST.

( The amount of ITC of SGST available in the electronic credit ledger shall first be
utilized towards payment of SGST and the amount remaining, if any, may be utilized
towards the payment of IGST.

It has also been provided that cross-utilization of CGST and SGST credit is not allowed.

7.5  The unutilized ITC can be claimed as refund in two situations namely, export of
goods or services and in case of inverted tax structure [section 38 (2)]. In case of exports
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also, no refund of unutilized ITC is allowed where goods are subjected to export duty. In
all other cases, unutilized ITC can be carried forward.

8. Transfer, reversal of ITC:

8.1  Section 16(8) of the MGL provides that on change in the constitution of a
registered taxable person on account of sale, merger, demerger, amalgamation, lease or
transfer of the business, transfer of unutilized ITC is allowed to the new entity.
However, there is a caveat that terms of such change in constitution should also provide
for specific provision for transfer of liabilities. In other words transfer of ITC is
permitted only and only if both assets, including balance in electronic credit ledger, and
liabilities are being transferred from the old entity to the new entity.

8.2  Section 16(12) of the MGL provides that the registered taxable person who has
availed of ITC and have been paying taxes as normal taxable person, switches over to
composition scheme, is required to pay an amount equivalent to the credit of input tax in
respect of inputs held in stock and inputs contained in semi-finished or finished goods
held in stock on the day immediately preceding the date of switch over from the normal
scheme to the composition scheme. It has been further provided that the amount can be
paid by way of debit in the electronic credit or cash ledger. Likewise, where the goods or
services supplied by a registered taxable person become exempt, he is required to pay in
similar manner. It has also been provided that the balance of input tax credit, if any,
lying in his electronic credit ledger shall lapse. Section 16 (13) of the MGL provides that
the manner in which amount shall be calculated would be prescribed.

8.3 Section 16 (14) of the MGL provides for payment of tax when capital goods, on
which ITC had been taken, are supplied. In such a situation, the registered taxable
person shall pay an amount equal to the ITC taken on the said capital goods reduced by
the percentage points as may be specified in this behalf or the tax on the transaction
value (TV) of such capital goods as determined under section 15(1) of the MGL,
whichever is higher.

9. Penal provisions:

9.1  Section 16 (16) of the MGL gives power to prescribe manner for recovery of ITC,
taken wrongly, from the registered taxable person. Such recovery would have to be
made by invoking the provisions contained in section 51 of the MGL.

9.2  Section 66 (1) (vi) provides that where a taxable person takes and/or utilizes
input tax credit without actual receipt of goods and/or services either fully or partially,
he shall be liable to a penalty of rupees ten thousand or an amount equivalent to input
tax credit availed of, whichever is higher.
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10. Transitional Provisions:

10.1 Since a large number of taxes, which are in the nature of taxes on supply of goods
and / or services, are being subsumed in GST, elaborate transitional provisions have
been provided in the MGL. These provisions have been provided so that the available
ITC balances should be carried forward to the new regime without any undue revenue
loss to either the taxable persons or to the tax authorities.

10.2 Section 143 of the MGL provides that a registered taxable person shall be entitled
to take, in his electronic credit ledger, credit of the amount of CENVAT credit (under
CGST Act) or Value Added Tax (under SGST Act) carried forward in a return furnished
under the earlier law. The manner shall be prescribed by rules.The ITC shall be
allowedonly if the said amount was admissible as CENVAT credit or ITC under the
earlier law and is also admissible as input tax credit under this Act. The recovery of the
amount taken as credit, under section 143, shall be under this Act, if found recoverable
as a result of proceedings instituted, whether before or after the appointed day, under
earlier law.

10.3 In the present law on Central side and in some of the States, ITC of capital goods
is allowed in two or more instalments. The portion of such credit of capital goods which
is not available in the current year cannot be reflected in the returns filed by assessee.
As per the provisions of section 143 of the MGL, such amount of credit in respect of
capital goods would not get transferred to electronic credit ledger in the new regime.
Therefore, separate provision has been made. Section 144 of the MGL provides that a
registered taxable person shall be entitled to take, in his electronic credit ledger, credit
of the unavailed CENVAT credit (under CGST Act) or input tax credit (under SGST Act) in
respect of capital goods, not carried forward in a return, furnished under the earlier law
by him. Unavailed CENVAT credit means the amount that remains after subtracting the
amount of CENVAT credit already availed in respect of capital goods by the taxable
person under the earlier law from the aggregate amount of CENVAT credit to which the
said person was entitled in respect of the said capital goods under the earlier law. The
ITC shall be allowedonly if the said amount was admissible as CENVAT credit or input
tax credit under the earlier law and is also admissible as input tax credit under this Act.
The recovery of the amount taken as credit, under section 144, shall be under this Act, if
found recoverable as a result of proceedings instituted, whether before or after the
appointed day, under earlier law.

10.4 Some persons may not have been liable for registration in the earlier law. One
reason can be higher exemption threshold in the earlier law. Some of the goods which
were exempted under the earlier law may come in tax net in the GST regime. The
persons dealing in such goods were not required to be registered under the earlier law.
Section 145 of the MGL provides for entitlement of ITC to such registered taxable
persons under GST. The ITC of eligible duties and taxes or value added tax in respect of
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inputs held in stock and inputs contained in semi-finished or finished goods held in
stock on the appointed day would be allowed subject to the followingconditions:

(i) such inputs and / or goods are used or intended to be usedfor making taxable
supplies under this Act;

(ii) the said taxable person was eligible for CENVAT credit or ITC on receipt of such
inputs and/or goods under the earlier law but for his not being liable for registration or
the goods remaining exempt under the said law;

(iii) the said taxable person is eligible for input tax credit under this Act;

(iv) the said taxable person is in possession of invoice and/or other prescribed
documents evidencing payment of duty / tax under the earlier law in respect of inputs
held in stock and inputs contained in semi-finished or finished goods held in stock on
the appointed day; and

(v)such invoices and /or other prescribed documents were issued not earlier than
twelve months immediately preceding the appointed day.

(vi) the recovery of the amount taken as credit, under section 145, shall be under this
Act, if found recoverable as a result of proceedings instituted, whether before or after
the appointed day, under earlier law.

10.5 Section 146 of the MGL provides for transfer of credit of eligible duties and taxes
on inputs held in stock to a taxable person switching over from composition scheme
under the earlier law to the normal scheme in the GST regime. It has been provided that
a registered taxable person, who was either paying tax at a fixed rate or paying a fixed
amount in lieu of the tax payable under the earlier law (composition taxpayer), shall be
entitled to take, in his electronic credit ledger, credit of eligible duties and taxes (under
CGST Act) or Value Added Tax (under SGST Act) in respect of inputs held in stock and
inputs contained in semi-finished or finished goods held in stock on the appointed date
subject to the following cconditions:

(i) such inputs and / or goods are used or intended to be used for making taxable
supplies under this Act;

(ii) the said person is not paying tax under section 8 of this Act;

(iii) the said taxable person was eligible for CENVAT credit on receipt/purchase of such
inputs and/or goods under the earlier law but for his being a composition taxpayer
under the said law;

(iv) the said taxable person is eligible for input tax credit under this Act;

(v)the said taxable person is in possession of invoice and/or other prescribed
documents evidencing payment of duty / tax under the earlier law in respect of inputs
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held in stock and inputs contained in semi- finished or finished goods held in stock on
the appointed day; and

(vi)such invoices and /or other prescribed documents were issued not earlier than
twelve months immediately preceding the appointed day.

It has also been provided that the amount of credit shall be calculated in accordance
with the generally accepted accounting principles in such manner as may be prescribed.
The recovery of the amount taken as credit, under section 146, shall be under this Act, if
found recoverable as a result of proceedings instituted, whether before or after the
appointed day, under earlier law.

10.6 The expression “eligible duties and taxes” used in section 145 and 146 of the MGL
has been defined. The said duties and taxes are those duties and taxes the credit of
which is presently available under the CENVAT Credit Rules.

10.7 A person may switch over to composition scheme under GST from normal
scheme under the earlier law. Such a person, in terms of section 147 of the MGL, is
required to pay an amount, by way of debit in the electronic credit ledger or electronic
cash ledger, equivalent to the credit of input tax in respect of inputs held in stock and
inputs contained in semi-finished or finished goods held in stock on the day immediately
preceding the date of such switch over. It has also been provided that the balance of
input tax credit, if any, lying in electronic credit ledger shall lapse.

10.8 Section 155 (1) of the MGL provides that every proceeding of appeal, revision,
review or reference relating to a claim for CENVAT credit or input tax credit shall be
disposed of under the earlier law. As a result of the proceedings, if any amount of credit
is found to be admissible to the claimant, it shall be refunded to him in cash subject to
the provisions of unjust enrichment, and shall not be admissible as input tax credit
under this Act.

10.9 Section 155 (2) of the MGL provides that every proceeding of appeal, revision,
review or reference relating to recovery of CENVAT credit or input tax credit under the
earlier law shall be disposed under the earlier law. As a result of the proceedings, if any
amount of credit becomes recoverable, the same shall be recovered as an arrear of tax
under this Act. Further the amount so recovered shall not be admissible as input tax
credit under this Act.

10.10 It may so happen that on the appointed day, tax paid goods belonging to the
principal are lying at the premises of the agent. In terms of section 162A of the MGL, the
agent shall be entitled to take credit of the tax paid on such goods subject to fulfillment
of the following conditions:

(i) the agent is a registered taxable person under this Act;
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(ii) both the principal and the agent declare the details of stock of goods lying with such
agent on the date immediately preceding the appointed day in such form and manner
and within such time as may be prescribed in this behalf;

(iii) the invoices for such goods had been issued not earlier than twelve months
immediately preceding the appointed day; and

(iv) the principal has either reversed or not availed of the input tax credit in respect of
such goods.

10.11 It may so happen that on the appointed day, tax paid capital goods belonging to
the principal are lying at the premises of the agent. In terms of section 162B of the MGL,
the agent shall be entitled to take credit of the tax paid on such capital goods subject to
fulfillment of the following conditions:

(i) the agent is a registered taxable person under this Act;

(ii) both the principal and the agent declare the details of the stock of capital goods lying
with such agent on the date immediately preceding the appointed day in such form and
manner and within such time as may be prescribed in this behalf;

(iii) the invoices for such capital goods had been issued not earlier than twelve months
immediately preceding the appointed day; and

(iv) the principal has either not availed of the input tax credit in respect of such capital
goods or, having availed of such credit, has reversed the said credit, to the extent availed
of by him.

11. Conclusion:

11.1 In sum, a liberal and elaborate scheme for allowing ITC has been provided in the
MGL. An effort has been made to permit ITC in respect of all taxes paid in respect of
business expenses except a very small list of items on which ITC will not be permitted.
The ITC would be initially allowed on provisional basis for a period of two months. The
said ITC would be reversed in the hands of the recipient in case of mismatch between
the outward supply details submitted by the supplier and inward supply details
submitted by the recipient whether on account of non-payment of self-assessed tax by
the supplier or due to non filing of returns by the supplier. The recipient can avail the
ITC by filing a return but he cannot utilize the same unless he has filed the valid return.
The recipient can re-claim the reversed ITC after the supplier has paid the taxes due
from him.

11.2 In other words, filing of valid return both by the supplier and recipient is an
absolute must before the ITC chain (from eligibility, availment on confirmed basis and
utilization thereof) can be said to be complete.
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ANNEXURE

LIST OF RELEVANT PROVISIONS

1. Definitions:

a) Section 2 (5): Agent

b) Section 2 (20): Capital goods

c) Section 2 (41): Electronic credit ledger

d) Section 2 (54): Inputs

e) Section 2 (55): Input services

f) Section 2 (57) / Section 2(1)(d) of IGST Act: Input tax
g) Section 2 (58) / Section 2(1)(e) of IGST Act: Input Tax Credit (ITC)
h) Section 2 (61): Inward supply

i) Section 2 (72) / Section 2(1)(g) of IGST Act: Output tax
j) Section 2 (73): Outward supply

k) Section 2 (75): Place of business

1) Section 2 (77): Principal

m) Section 2 (85): Reverse charge

n) Section 2 (92) r/w section 3: Supply

0) Section 2 (106) r/w section 27(3): Valid return

2. Section 8: Composition levy

3. Section 16: Manner of taking ITC

4. Section 19 (3): Voluntary registration

5. Section 25: Furnishing details of outward supply

6. Section 26: Furnishing details of inward supply

7. Section 27: Returns

8. Section 28: Claim of ITC & provisional acceptance thereof

9. Section 29: Matching, reversal and reclaim of input tax credit

10. Section 35 (2) / 7 (2) of IGST Act: Credit of self-assessed ITC in electronic
credit ledger

11. Section 35 (4) / 7 (4) of IGST Act: Utilisation of ITC

12. Section 35 (5) / 7(5) of IGST Act: Cross - utilisation of ITC
13. Section 38 (2): Refund of unutilised ITC

14. Section 66: Offences and penalties

15. Transitional provisions
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a) Section 143: Transfer of credit carried forward in return

b) Section 144: Transfer of unavailed credit of capital goods not carried
forward in return

c) Section 145: Transfer of credit of eligible duties and taxes in certain
situations

d) Section 146: Transfer of credit of eligible duties and taxes for a person
switching over from composition to normal scheme

e) Section 147: Reversal of credit while switching over to composition from
normal scheme

f) Section 155: Claim of credit to be disposed of under the earlier law

g) Section 162A: Credit of tax paid on goods lying with agents

h) Section 162B: Credit of tax paid on capital goods lying with agents
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9. Concept of Input Service Distributor
in GST

The Existing Model of Input Service Distributor (ISD) for the purpose of
distribution of input credit on services has been adopted in the Model GST Law with
modifications to align the concept with the framework of GST law. In the existing model
of ISD, an office of manufacturer or service provider who procures services which are
used by or intended to be used by the different factories/offices (collectively called
‘units’) of the said manufacturer/service provider can distribute the respective input
credit on such services to the units to which such credit may be attributed, by using the
ISD mechanism provided in the CENVAT Credit Rules, 2004 (CCR).

2. Concept of Input Service Distributor (ISD) in Model GST Law (MGL):

2.1  In the ISD mechanism proposed in the MGL, the same concept has been carried
forward and an ISD has been defined under Section 2 (56) as follows -

“input service distributor” means an office of the supplier of goods and/or services, which
receives tax invoices issued under section 23 towards receipt of input services and issues
tax invoice or such other document as prescribed for the purposes of distributing the credit
of CGST (SGST in State Acts) and/or IGST paid on the said services to a supplier of taxable
goods and / or services having same PAN as that of the office referred to above.
Explanation - For the purposes of distributing the credit of CGST (SGST in State Acts) and /
or IGST, Input Service Distributor shall be deemed to be a supplier of services.

2.2 The above definition provides that, an ISD -
(i) is the office of supplier of goods and / or services;
(ii) the said office receives tax invoices towards receipt of input services;

(iii) the said office distributes credit of CGST/ SGST/IGST to a supplier of goods/services
having same PAN;

(iv) the said office issues tax invoice or other prescribed document for distribution of
credit.

2.3 The above definition of ISD is almost similar to the one in the existing regime
with the difference being that recently in the existing regime, distribution of input
service credit has been allowed to an outsourced manufacturing unit also, while the ISD
in GST regime is to distribute credit only to the supplier having same PAN, that means
the credit can be distributed only to the units of the same entity. The reason of non
inclusion of outsourced manufacturing unit for the purpose of credit distribution seems
to be that - in the GST regime, ‘manufacture’ is not a taxable event, and tax liability
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would arise only at the time of supply, which would be ultimately paid by the principal
in this case when the respective input credit can be used.

3. Registration of Input Service Distributor (ISD):

3.1  As per Section 19 of the MGL read with Clause (vii) of Para 5 of Schedule III
thereof, an ISD would have to take registration under GST regime as a deemed supplier
of services. The threshold limit of turnover is also not applicable to ISD. Further as per
the provisions contained in Proviso to Section 19, the ISD registration in the existing
regime would not get migrated into ISD registration in GST regime. An aspiring ISD in
GST would have to apply for registration afresh.

3.2  As ISD would be a deemed supplier of services, it is possible that at the same
address a supplier of services is registered as ‘supplier of services’ and also as ‘ISD’. In
the existing service tax regime, there is a confusion regarding registration status of ISD
in such cases - some field formations grant status of ISD in the same registration
number of service provider while some other formations provide a separate registration
number as ISD in addition to service tax registration number. In the GST regime,
however, ISD would always have a separate registration number (GSTIN). Further the
ISD is required to file return by 13t while a supplier of services is required to file return
by 20t of the succeeding month, which is possible with different registration numbers
only.

4. Distribution of credit by Input Service Distributor (ISD):

4.1  Once a person gets registered as ISD in the GST regime, he would be eligible to
transfer or distribute credit as per provisions of Section 17 of the MGL. As per this
provision, an ISD would be able to -

2. Distribute credit of CGST/SGST and IGST to the supplier to whom such services
may be attributed.
3. In case of inter-state transfer of input credit where ISD and recipient are located
in different States:
a) under the CGST law, components of CGST and IGST can be transferred as
IGST.
b) under the SGST law, components of SGST and IGST can be transferred as
IGST.
Note: It is important to note that ITC of CGST cannot be utilized for payment of
SGST. However, for inter-state transfer of input credits, there could be no other
mechanism because SGST of one State cannot be transferred and used in the
other State. Further, if it is presumed that the distribution by ISD to its own
supplier unit constitutes a taxable supply, the appropriate tax would have been
IGST only, against which the distributor would have been in a position to claim
input credit of CGST/SGST/IGST. In other words, ITC of CGST, SGST as well as
that of IGST can be distributed as ITC of IGST.
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4. In case of intra-state transfer of input credit where ISD and recipient (business
verticals having obtained separate registrations in same State):
a) under the CGST law, components of CGST and IGST can be transferred as
CGST.
b) under the SGST law, components of SGST and IGST can be transferred as
SGST.
Note: Distribution of credit through ISD would be required within the same State
when the taxable person is having more than one tax registration within the State
which is possible only if the taxpayer has opted for separate registrations for
separate business verticals under the provisions of section 19(2) of the MGL. In
other words, ITC of CGST & IGST can be distributed as ITC of CGST while ITC of
SGST & IGST can be distributed as ITC of SGST.

4.2 The conditions and manner of distribution of credit by ISD are same as are there
in the present service tax regime, and the same are summarized as follows:

1. The credit would be distributed through tax invoice or other document as
prescribed;

2. The amount of credit distributed shall not exceed the amount of credit available
for distribution;

3. If the credit is attributable to one supplier, it shall be distributed only to that
supplier;

4. The credit of tax paid on input services attributable to more than one supplier
shall be distributed only amongst such suppliers to whom a given input service is
attributable. The manner of allocating the amount for distribution is governed by
clause (d) of section 17(3) of the MGL. As per this provision -

a. the distribution would be pro rata the value of turnover in a STATE of
such supplier to the aggregate of turnover of all such suppliers to whom
the input service is attributable.

b. for the purpose of computing distribution ratio, the turnover of respective
suppliers for preceding year is to be taken. In case any of the supplier was
not operational in the preceding year, the turnover of immediately
preceding quarter from the month of distribution is to be taken as basis.
(as per ‘explanation’ to section 18 of the MGL, ‘relevant period’ has been
defined in this manner).

4.3 Once the credit is distributed by an ISD in the prescribed manner by way of a
prescribed document, the supplier(s) to whom such credit is distributed get credit in
their Electronic Credit Ledger and can use it for payment of their output taxes.

44  An ISD is required to file its Return by 13t of the month succeeding the month in
which the credit has been distributed. When ISD files his return, the amount of credit
gets credited in Electronic Credit Ledger of the Supplier.
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5. Recovery of credit distributed in excess by Input Service Distributor (ISD):

5.1  There could be a situation of distribution/use of excess credit in comparison to
what is available or allowed under the law. To take care of this situation, Section 18 of
the MGL contains provisions for recovery of excess credit distributed by ISD.

5.2  Section 18(1) of the MGL provides that in case the credit distributed by an ISD is
more than the credit available to them, the excess credit may be recovered from ISD by
initiating action under the provisions of Section 51 of the MGL.

5.3  Section 18(2) of the MGL provides that in case the credit distributed by ISD is in
contravention of Section 17 (which could be distribution of more than available credit or
distribution of credit in incorrect ratio or distribution of credit to a supplier not entitled
to it or it could relate to the type of tax distributed), the excess credit may be recovered
from the Supplier (i.e. recipient) by initiating action under the provisions of Section 51
of the MGL.

6. Transitional provisions:

6.1  As for the transition of input credit lying with the ISDs in the existing regime to
GST, relevant Sections in the MGL are Sections 143 and 162.

6.2 Section 143 of the MGL provides that the amount of CENVAT Credit carried
forward in a return furnished under the earlier law by an assessee would be allowed as
input tax credit in the GST regime.

6.3  Section 162 of the MGL provides that input tax credit on account of any services
received prior to the appointed day by an ISD shall be eligible for distribution as credit
even if the related invoices are received on or after the appointed day, that is the day
when GST would get implemented. It is important to note that the transition of ISD
credit is with respect to CGST only.

6.4  Section 162 of the MGL provides for distribution of credit for such services only
which were received prior to the appointed day but invoices are received later. That
means the credit for such services was not booked prior to the appointed day, and it will
be booked in the GST regime for the first time. Thus no carrying over of documentation
etc. would be required. The MGL does not provide any time limit for taking such credit
either.

6.5 It may be noted that Section 162 of the MGL does not take care of the credit
which is lying in the books of an ISD on the appointed day. This has been taken care of
by Section 143 of the MGL which is a general transition provision for all types of credit,
and would apply to ISD as well because the ISD credit is also carried forward in a return
which is filed by ISD under the existing law, and the related procedure may be used for
transition of ISD credit also.
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7. Conclusion:

7.1 A broad look at the ISD provisions proposed in the MGL reflects that the
provisions are on the lines of the existing ISD provisions in the CCR. The modifications
have been made to fit these provisions in the framework of GST. Recovery provisions are
new.
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ANNEXURE
LIST OF RELEVANT PROVISIONS

1. Section 2(56): Input Service Distributor (ISD)

Section 17: Manner of distribution of credit by ISD

Section 18: Manner of recovery of credit distributed in excess by ISD

Section 19 r/w clause (vii) of Para 5 of Schedule-III: Liability to be registered

Transitional Provisions:

a) Section 143: Amount of credit carried forward in a return to be allowed as
ITC

b) Section 162: Credit distribution of service tax by ISD (only in CGST Act)

AN
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10. Cross Utilization of
CGST/SGST/IGST and Fund Transfer

Under the proposed GST Law, tax components could be CGST/SGST/IGST. CGST
& SGST is leviable on intra-state supplies whereas IGST is levied on inter-state supplies.
CGST represents tax belonging to Central Government; SGST represents tax belonging to
respective State Government and IGST represents a tax levied and collected by the
Central Government which would be containing share of both the Central and the State
Government.

2. Cross utilization of credits:

2.1  Since the Law allows utilization of credit of one component of tax against the
other in different situations except for utilization of CGST for SGST and vice versa, the
Government needs to do a lot of background accounting to keep the respective accounts
of CGST/SGST/IGST straight and compute the respective balances of these accounts
after making the respective transfers of funds from one account to the other depending
on the computation of taxes paid in a given account and utilization of these taxes as
credit for making tax payment in the other account.

2.2 For this, the related provisions are incorporated in Section 35(5) & Section 37A
of the MGL and Section 7(5) and Section 9 of IGST Act. A combined reading of all these
provisions reveals how the government would work out the balances in the respective
accounts and transfer the respective funds on the basis of information contained in the
valid returns submitted by the taxable person for each tax period:

1. Order of Utilization of credit: The amount of ITC on account of IGST is allowed
to be utilized towards payment of IGST, CGST and SGST in that order. Similarly
the amount of ITC on account of CGST is allowed to be utilized for payment of
CGST and thereafter for payment of IGST. Further the amount of ITC on account
of SGST is allowed to be utilized for payment of SGST and thereafter for payment
of IGST. ITC of CGST cannot be utilized for payment of SGST liability and vice
versa. (Section 37(5) of MGL and Section 7(5) of IGST Act).

2. Utilization of input tax credit of CGST for payment of IGST: When the ITC of
CGST is used for payment of IGST by the taxable person, Central Government has
to receive an amount equal to the CGST so utilized in the IGST account. Thus the
Central Government would be required to transfer the fund from CGST account to
IGST account equivalent to the amount of ITC of CGST used for payment of IGST.
This is important because even though both CGST and IGST accounts are
maintained by the Central Government, the distribution of CGST and IGST is to be
made in a different manner and therefore, the balances in the respective accounts
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need to be maintained separately and transfer of funds need to made for this
purpose. (Section 37A (1) of MGL).

3. Utilization of input tax credit of SGST for payment of IGST: When the ITC of
SGST is used for payment of IGST by the taxable person, Central Government has
to receive an amount equal to the SGST so utilized in the IGST account. Thus the
State Government would be required to transfer the fund from SGST account to
IGST account equivalent to the amount of ITC of SGST used for payment of IGST.
(Section 37A (2) of MGL).

4. Utilization of input tax credit of IGST for payment of CGST: When the ITC of
IGST is used as credit for payment of CGST by the taxable person, Central
Government has to receive an amount equal to the IGST so utilized in the CGST
account. Thus the Central Government would be required to transfer the fund
from IGST account to CGST account equivalent to the amount of ITC of IGST used
for payment of CGST. This is important because even though both CGST and IGST
accounts are maintained by the Central Government, the distribution of CGST and
IGST is to be made in a different manner and therefore the balances in the
respective accounts need to be maintained separately and transfer of funds need
to be made for this purpose (Section 9 (1) of IGST Act).

5. Utilization of input tax credit of IGST for payment of SGST: When the ITC of
IGST is used as credit for payment of SGST by the taxable person, State
Government has to receive an amount equal to the IGST so utilized in SGST
account. Thus the Central Government would be required to transfer the fund
from IGST account to SGST account equivalent to the amount of ITC of IGST used
for payment of SGST. (Section 9 (2) of IGST Act).

3. Apportionment of tax collected under IGST Act and settlement of funds:

3.1 Given the above scheme of transfer of funds in the CGST/SGST and IGST accounts
inter-se, there is a further need of apportionment of taxes from the IGST account to the
central and the State government(s) as this is the only component which is having share
of both governments. Section 10 of the IGST Act governs the principles for such
apportionment. Broadly, the distribution of the IGST to the Centre and the States would
take place with respect to the taxes collected on the supplies in which credit chain is
stopped. Further, the manner prescribed by the provision indicates that - first the
amount for distribution is computed for the central government taking the applicable
CGST rate as the basis of apportionment of the amount to the CGST account of the
central government, and the residual amount is distributed to the States in their
respective SGST accounts.

3.2  The provision indicates following situations where credit chain could be stopped,
and the respective amount payable as CGST is to be identified and apportioned to CGST
account:
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1. Where inter-state supplies are made within India or from outside India by way of
imports, to an unregistered person;

2. Where the inter-state supplies are made within India or from outside by way of
imports, to a taxable person paying taxes under composition scheme (under
section 8 of the MGL);

3. Where the inter-state supplies are made within India or from outside India to
India by way of imports, to a taxable person not eligible to claim the input tax
credit;

4. Where inter-state supplies are made within India or from outside India by way of
imports, to a taxable person who does not avail the said credit within the
specified period and thus the credit remains in the IGST account after the expiry
of due date for filing of annual return, i.e. 315t December of the next year from the
year to which the credit pertains.

3.3 In all the above cases, the amount of tax calculated at the rate equivalent to the
CGST on similar intra-state supply shall be apportioned to the Central Government and
the amount so calculated would be transferred from IGST Account to the CGST Account.

3.4  Now, in respect of the supplies for which apportionment has been done for CGST
as above, the rest of the amount of IGST shall be apportioned to the States in their
respective SGST accounts where such supply has taken place. The amount so calculated
would be transferred from IGST Account to the SGST Account. The place of such supply
shall be determined according to the provisions contained in Section 5 and 6 of the IGST
Act dealing with the Place of Supply of Goods and Place of Supply of Services
respectively.

3.5 Section 10 of the IGST Act further provides that the amount of interest and
penalty collected on any supplies for which IGST has been apportioned to CGST and
SGST as above, shall also be apportioned in the same manner.

4. Amount in CGST, SGST and IGST Account:

4.1 It may be noted that in view of above discussions, CGST Account would comprise
of the following:

a) CGST from intra-state supplies;

b) Add: Transfer from IGST account on account of utilization of ITC of IGST for
payment of CGST;

c) Add: CGST component of IGST from inter-state supplies / imports to an
unregistered person, to a composition taxable person, to a taxable person not
eligible for ITC or to a registered taxable person who has not availed ITC;

d) Less: Transfer from CGST on account of utilization of ITC of CGST for payment of
IGST.

4.2  Similarly in view of above discussions, SGST Account would comprise of the
following:
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a) SGST from intra-state supplies;

b) Add: Transfer from IGST account on account of utilization of ITC of IGST for
payment of SGST;

c) Add: SGST component of IGST from inter-state supplies / imports to an
unregistered person, to a composition taxable person, to a taxable person not
eligible for ITC or to a registered taxable person who has not availed ITC;

d) Less: Transfer from SGST on account of utilization of ITC of SGST for payment of
IGST.

4.3 Further, IGST Account would comprise of the following:

a) IGST from inter-state supplies;

b) Add: Transfer from CGST account on account of utilization of ITC of CGST for
payment of IGST;

c) Add: Transfer from SGST account on account of utilization of ITC of SGST for
payment of IGST;

d) Less: Transfer from IGST account on account of utilization of ITC of IGST for
payment of CGST;

e) Less: Transfer from IGST account on account of utilization of ITC of IGST for
payment of SGST;

f) Less: CGST and SGST (IGST - CGST) component of IGST from inter-state supplies
/ imports to an unregistered person, to a composition taxable person, to a taxable
person not eligible for ITC or to a registered taxable person who has not availed
ITC.

5. Conclusion:

51 It may be seen that the above mentioned provisions would facilitate cross
utilization of ITC thus obviating the need for filing of refund claims by the taxable
persons in case of inter-state supplies.

5.2  Normally, at the end of the year there should not be any balance in the IGST
account as the entire amount should be either transferred to CGST or the SGST account.
In any case, the balance, if any is left in the IGST account as well as the amount in CGST
account would be devolved to the States in accordance with Article 270 of the
Constitution.
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ANNEXURE
LIST OF RELEVANT PROVISIONS

1. Section 35(5): Payment of tax, interest, penalty and other documents

Section 37A: Transfer of input tax credit

Section 7(5): Payment of tax, interest, penalty and other documents

Section 9 of IGST Act: Transfer of input tax credit

Section 10 of IGST Act: Apportionment of tax collected under the IGST Act and
settlement of funds

AN
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11. Returns under Goods and
Services Tax and Matching of Input
Tax Credit

1. Introduction
1.1. A return is a statement of specified particulars relating to business activity
undertaken by the taxable person during a prescribed period. Return is a very critical
aspect of any tax administration since it is the formal mode for submission of
information important for administration of tax in a structured and time bound manner.
Return provides a framework for working out the tax that becomes payable in the
prescribed period applying the legal principles laid down in the tax law to the
transactions during the period. A taxable person has a legal obligation:

(1) to declare his tax liability for a given period in the return;

(ii)  furnish details about the taxes paid in accordance with that return; and

(iii)  file correct and complete return within stipulated time frame.

1.2. The submission and processing of return is an important link between the
taxpayer and tax administration as it is an important tool for:
(1) Compliance verification program of tax administration;
(ii)  Providing necessary inputs for taking policy decision;
(iii) Management of audit and anti-evasion programs of tax administration;
(iv)  (Finalization of the tax liabilities of the taxpayer within stipulated period of
limitation.

1.3.  GST is a self-assessed destination based taxation system. It is a transaction based
tax and the unit for calculation of tax liability is individual transaction, both outward as
well as inward. This document explains the legal provisions with respect to returns, the
underlying principles and the processes involved. Returns in GST are totally electronic
without any requirement of physical submission. The effort has been to make it as
transaction based as possible so that once the tax payer gives the details of transactions,
most part of the return is auto generated from details of underlying individual
transactions. There shall be one common return for IGST, CGST and SGST that shall be
submitted on the GST Common Portal and tax departments will pull the return data
relevant to them from the portal for further processing and analysis.

Who needs to file Return in GST regime?

1.4.  Every registered taxable person is required to file a return for the prescribed tax
period. A return needs to be filed even if there is no business activity (i.e. Nil Return)
during the said tax period of return. Persons who have crossed 90% of the threshold for
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liability to pay taxes are liable to register but are not required to file a return till they
cross the threshold for payment of taxes.

1.5.  UN agencies etc. will have unique GST ID and will file a purchase statement as
return for the month (in simpler form) during which they make purchases ad claim
refunds. They would not be required to file regular return. They would submit their
purchase statements (without purchase invoices) as per the periodicity prescribed for
claim of refund.

1.6. Government entities/ PSUs, etc. not dealing in GST supplies or persons
exclusively dealing in exempted/ Nil rated/ non-GST goods or services would neither be
required to obtain registration nor required to file returns under the GST law. However,
State tax authorities may assign Departmental ID to such government departments/
PSUs/ other persons. They will ask the suppliers to quote the Department ID in the
supply invoices for all inter-State purchases being made to them. Such supplies will be at
par with B2C supplies and will be governed by relevant provisions relating to B2C
supplies. They shall provide the details of their purchases made during a period as and
when sought by the tax authorities that will be uploaded on the GST common portal for
compliance verification purposes.

2. Periodicity of Return Filing

2.1. Common periodicity of returns for a class of taxpayers would be enforced. There
will be different frequency for filing of returns for different class of taxpayers, after
payment of due tax, either prior to or at the time of filing return. The return can be filed
without payment of self-assessed tax as per the return but such return would be treated
as an invalid return and would not be taken into consideration for matching of invoices
and for inter-governmental fund settlement among States and the Centre. The
periodicity of return for different categories of taxpayers is as follows:

S. | Return / For To be filed by
No. | Ledger
1 GSTR 1 Outward supplies made by taxpayer (other 10t of the next month

than compounding taxpayer and ISD)

2 GSTR 2 Inward supplies received by a taxpayer (other | 15t%of the next month
than a compounding taxpayer and ISD)

3 GSTR 3 Monthly return (other than compounding 20tof the next month
taxpayer and ISD)
4 GSTR 4 Quarterly return for compounding Taxpayer 18thof the month next
to quarter
5 GSTR 5 Periodic return by Non-Resident Foreign Seven days from last
Taxpayer day of registration
6 GSTR 6 Return for Input Service Distributor (ISD) 13t of the next month
7 GSTR 7 Return for Tax Deducted at Source 10t of the next month
8 GSTR 8 Annual Return By 31stDecember of
next FY

National Academy of Customs Excise and Narcotics (NACEN) Page 132




2.2.

3.

3.1.

Other important points relating to periodicity of return filing are as under:-

(1)

(i)

(iii)
(iv)

v)

(vi)

(vii)

(viii)

(ix)
(x)

(xi)
(xii)

(xiii)

Normal/Regular taxpayers (including casual taxpayers) would have to file
details of outward supplies (GSTR-1), details of inward supplies (GSTR-2) and
monthly Return (GSTR-3) for each registration.

Normal/ Regular taxpayers with multiple registrations (for business
verticals) within a State would have to file GSTR-1, GSTR-2 and GSTR-3 for
each of the registrations separately.

Compounding taxpayers would have to file a quarterly return in GSTR-4.
Taxpayers otherwise eligible for the composition scheme can opt out of
composition and file monthly returns and thereby make their supplies eligible
for ITC in hands of the purchasers. In such a case, they will have to file GSTR
1-3 irrespective of their turnover.

Casual taxpayers would have to file GSTR-1, GSTR-2 and GSTR-3 returns for
the period for which they have obtained registration. The registration of
Casual taxpayers will be done in the same manner as that of Normal/ Regular
taxpayers but with payment of advance tax.

Non-Resident Taxpayers (foreigners) would be required to file GSTR-5 return
for the period for which they have obtained registration within a period of
seven days after the date of expiry of registration. In case registration period
is for more than one month, monthly return(s) would be filed and thereafter
return for remaining period would be filed within a period of seven days as
stated earlier.

Annual return (GSTR-8) will be filed by all normal/ regular and composition
taxpayers. It will be based on financial records.

Cut-off date for filing of details of outward supplies (GSTR-1), inward supplies
(GSTR-2) and monthly return (GSTR-3) would be 10t, 15t and 20t day
respectively of the succeeding month for all monthly filers.

Cut-off date for filing of Quarterly return (GSTR-4) by compounding taxpayer
would be 18t day of the first month of the succeeding quarter.

Cut-off date for filing of Input Service Distributor return (GSTR-6) would be
13th day of the succeeding month.

Cut-off date for filing of TDS (Tax Deducted at Source) return (GSTR-7) by Tax
Deductor would be 10thday of the succeeding month.

For Annual return, the cut-off date would be 315t December following the end
of the financial year for which it is filed.

The filing of return would be only through online mode although the facility of
offline generation and preparation of returns would be provided. The returns
prepared in offline mode would have to be uploaded before due date.

Monthly Return
The return for any normal tax payer under GST consists of three parts, viz

statement of outward supplies, statement of inward supplies and the return. The basic
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information in the GST ecosystem emanates from the statement of outward supplies i.e.
GSTR-1. GSTR-1 captures the transaction level details of the outward supplies of a tax
payer. GSTR-1 of all suppliers forms the basis for the statement of details of the inward
supplies of all suppliers as somebody’s outward supply’s is somebody else’s inward
supply. Therefore, the statement of inward supplies i.e. GSTR-2 is auto drafted from the
GSTR-1 of all the suppliers. Once the outward and inward supplies of every tax payer is
frozen, the tax liability is calculated and paid in the return i.e. GSTR-3. Therefore, GSTR-1
to 3 collectively form the return under GST. It is only for operational conveniences that
they have been split into three parts with staggered date of filing. Unless all GSTR-1 are
filed, auto generation of GSTR-2 is not possible and only after all GSTR-1 and GSTR-2
have been finalized can GSTR-3 be auto generated. This logical sequence defines the
workflow for filing of returns in GST.

3.2. In addition, there are separate formats for certain specific category of taxpayers
viz. Input Service Distributors, non-resident taxpayers (foreigners) and Tax Deductors
keeping in view certain specific characteristics of their transactions. The components of
each of these return is being discussed hereunder:

Statement of Outward Supplies

3.3. As explained above, GSTR-1 is a statement of outward supplies and primarily
consists of details of invoices pertaining to outward supplies of the tax payer for the
month as provided in section 25 of the draft model bill. To meet the objective of
matching of input tax credit, it is essential that all B2B transactions are captured at
invoice level. For B2C transactions, since the recipient shall not claim input tax credit,
the same can be captured at consolidated level. However, keeping in view the
importance of destination-based nature of the tax, it has been mandated that invoice
level details of interstate B2C transaction of value above Rs.2.5 lakh shall be captured.

3.4. This form would capture the following information:

1. Basic details of the Taxpayer i.e. Name along with GSTIN

2. Period to which the Return pertains

3. Gross Turnover of the Taxpayer in the previous Financial Year. This information
would be submitted by the taxpayers only in the first year and will be auto-
populated in subsequent years.

4. Final invoice-level supply information pertaining to the tax period separately for
goods and services:

i. For all B2B supplies (whether inter-state or intra-state), invoice level
specified details will be uploaded.

ii. For all inter-state B2C supplies (including to non-registered Government
entities, Consumer / person dealing in exempted / NIL rated / non GST goods
or services), the suppliers will upload invoice level details in respect of every
invoice whose value is more than Rs. 2,50,000/-. For invoices below this
value, summary of supplies made for every State as the place of supply shall
be filed. In this context, it is important to note that where address of the
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recipient is available on record, both in case of goods as well as services, other
than a few exceptions, the place of supply is broadly the location of recipient
and in all such cases, if the State of place of supply is different from the State
where supplier is registered, it has to be treated as inter-state supply. If the
address of recipient does not exist on record, the place of supply shall become
the state in which the supplier is registered, making it an intra-state supply.

iii. The recommendation of the Committee on IGST and GST on Imports with
respect to the details about HSN code for goods and Accounting code for
services to be captured in an invoice have been accepted with certain
modifications. The details proposed by this Committee are as follows:-

a. HSN code (4-digit) for Goods and Accounting Codes for Services will be
mandatory initially for all taxpayers with turnover in the preceding
financial year above Rs. 5 Crore(For the first year of operations of GST,
self-declaration of turnover of previous financial year will be taken as the
basis as all India turnover data will not be available in the first year. From
the 2nd year onwards, turnover of previous financial year under GST will
be used for satisfying this condition).

b. For taxpayers with turnover between Rs 1.5 Crore and Rs 5 Crore in the
preceding financial year, HSN codes may be specified only at 2-digit
chapter level as an optional exercise to start with. From second year of
GST operations, mentioning 2-digit chapter level HSN Code will be
mandatory for all taxpayers with turnover in previous financial year
between Rs. 1.5 Crore and Rs. 5.0 Crore.

c. Any taxpayer, irrespective of his turnover, may use HSN code at 6- digit or
8-digit level if he so desires.

d. To start with, compounding dealers may not be required to specify HSN at
2-digit level also.

e. Prescribed Accounting code will be mandatory for those services for
which Place of Supply Rules are dependent on nature of services to apply
the destination principle, irrespective of turnover.

f. HSN Codes at 8-digit level and Accounting Codes for services will be
mandatory in case of exports and imports.

iv. The above parameters with respect to HSN code for goods and Accounting
Code for services will apply for submitting the information in return relating
to relevant invoice level information for B2B supplies (both intra-state and
inter-state) and inter-state B2C supplies (where taxable value per invoice is
more than Rs. 2.5 lakhs). It is proposed that in the return form the description
of goods and services may not be required to be submitted by the taxpayer as
the same will be identified through the submission of HSN code for goods and
Accounting Code for services. In order to differentiate between the HSN code
and the Service Accounting Code (SAC), the latter will be prefixed with “s”.
The taxpayers who have turnover below the limit of Rs. 1.5 Crore will have to
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mention the description of goods/service, as the case maybe, wherever
applicable.

v. For all Intra-State B2C supplies (including to non-registered Government
entities, consumer / person dealing in exempted / NIL rated / non GST goods
or services), consolidated sales (supply) details will be uploaded. However a
dealer may at his option furnish invoice wise information in respect of
exempted and nil rated supplies also.

vi. The supply information will also have details relating to the Place of Supply in
order to identify the destination state as per the Place of Supply Rules where
it is different from the location of the recipient.

vii. Details relating to supplies attracting Reverse charge will also be submitted

5. Details relating to advance received against a supply to be made in future will be
submitted in accordance with clause (2) of sections 12 and 13 of the draft model
bill.

6. Details relating to taxes already paid on advance receipts for which invoices are
issued in the current tax period will be submitted.

7. Details relating to supplies exported (including deemed exports) both on
payment of IGST as well as without payment of IGST would be submitted.

8. There will be a separate table for submitting the details of revisions in relation to
the outward supply invoices pertaining to previous tax periods. This will include
the details of Credit/Debit Note issued by the suppliers and the differential value
impact and the concomitant tax payable or refund/tax credit sought.

9. There will be a separate table for effecting modifications/correcting errors in the
returns submitted earlier.

10. There will be a separate table for submitting details in relation to NIL rated,
Exempted and Non GST outward supplies to ( both inter-state and intra-state) to
registered taxpayers and consumers.

3.5.  Section 25 (1) of the draft model bill mandates that the statement of outward
supplies should be finalized submitted by 10t of the succeeding month to ensure that
the statement of inward supplies can be auto populated soon after 10t of the month.
The taxpayers can upload the invoice level details on a continuous basis and the same
would be visible to even the corresponding purchasing taxpayers.

3.6. The GSTN ecosystem provides multiple ways to upload the invoice level details
depending on the convenience and the size of tax payer. The most rudimentary route to
upload the invoice level details would be the web interface of GST Common Portal. GSTN
would also provide a utility to either enter the details offline and upload it in one go or
export it from the system of taxpayer and upload it to GSTN servers. Various popular
accounting software providers and also in the process of integrating their system with
GSTN system to allow direct upload of GSTR-1 from their accounts to GSTN. GSTN is also
developing a GST Service Provider (GSP) framework where GSPs can develop their own
utilities to perform different functions and register them with GSTN for allowing online
operations through their utility directly. All these would ensure that the burden of
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uploading invoice details is minimized and at the same time sufficiently reduce the
possibility of errors creeping in due to data entry mistakes.

Statement of Inward Supplies

3.7.  Section 26 of the draft model bill provides for the statement of inward supplies.
The statement of inward supplies is a statement that primarily determines the Input Tax
Credit (ITC) eligible to be claimed by a tax payer in a given tax period. Like statement of
outward supplies, even this statement is a transaction based statement. Since every
inward supply of a tax payer is an outward supply of some other tax payer, this
statement can be auto drafted by the system from the statements of outward supplies
filed by all the tax payers in the GST system. Based on this principle, the GSTR-2 is auto
populated after the last date of filing of the statement of outward supplies based on the
details of outward supplies filed on the system.

3.8. Since the GSTR-2 is a claim made by the tax payer for his ITC, although his GSTR-
2 has been auto populated, he is allowed to change them, delete them or even add his
own claims based on invoices where he has received goods and / or services but, for
some reason, his supplier has failed to upload it on the system.

3.9.  This return form would capture the following information:

1. Basic details of the Taxpayer i.e. Name along with GSTIN

2. Period to which the Return pertains

3. Final invoice-level inward supply information pertaining to the tax period for
goods and services separately

4. The information submitted in GSTR-1 by the counterparty supplier of the
taxpayer will be auto populated in the concerned tables of GSTR-2. The same may
be modified i.e. added or deleted by the Taxpayer while filing the GSTR-2. The
recipient would be permitted to add invoices (not uploaded by the counterparty
supplier) if he is in possession of invoices and has received the goods or services.

5. There will be separate tables for submitting details relating to import of
Goods/Capital Goods from outside India and for the services received from
outside India.

6. The details of inward supplies would be auto-populated in the ITC ledger of the
taxpayer on submission of his return. The taxpayer will select the invoice details
regarding the in-eligibility and eligibility of ITC in relation to these inward
supplies and the quantum available in a particular tax period.

7. There will be a separate table for submitting details in relation to ITC received on
an invoice on which partial credit has been availed earlier.

8. In respect of inputs, there can be two situations. If inputs are received in one lot,
the ITC will be given in the return period in which the purchase is recorded in the
books of accounts. In case inputs covered under one invoice are received in more
than one instance/lot, as per section 16 (1) of the draft model bill, the ITC will be
given in the return period in which the last purchase is recorded in the books of
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accounts. A note in this regard has been incorporated in the Return form for the
guidance of the taxpayer.

9. There will be a separate table for submitting the details of revisions in relation to
inward supply invoices pertaining to previous tax periods (including post
purchase discounts received). This will include the details of Credit/Debit Note
issued by the suppliers and the differential value impact and concomitant tax
payable or refund/tax credit sought.

10. There will be a separate table for effecting modifications/correcting errors in the
returns submitted earlier.

11. There will be a separate table for submitting details in relation to NIL rated,
Exempted and Non GST inward Supplies ( Both Inter-State and Intra-State)
including those received from compounding taxpayers and unregistered dealers.

12. There will be a separate table for the ISD credit received by the taxpayer.

13. There would be a separate table for TDS Credit received by the taxpayer.

3.10. Auto Population in this return from GSTR-1 will be done on or after 11thof the
succeeding month. Addition or Deletion of the invoice by the taxpayer will be permitted
between 11thand 15tof the succeeding month. As per section 26 (1), GSTR-2 can be filed
any time after 10thand on or before 15, Filing of GSTR-2 after 15t will attract late fee.

3.11. Based on the GSTR-2, if there are any changes as compared to what was auto
generated the corresponding supplier would be allowed to change his GSTR-1
accordingly. If the GSTR-1 is changed by the supplier by 17ththe same will be taken for
generation of the monthly return. Adjustments would be permitted on 16thand 17thof the
succeeding month.

Monthly Return

3.12. Section 27 of the draft model bill deals with returns under GST. Monthly return
shall be completely auto generated from the information furnished in GSTR-1 and GSTR-
2. The only additional information additionally furnished in the return relates to the
utilization of ITC and debit of cash ledger for payment of taxes. The GST Monthly Return
form would capture the following information:

1. Basic details of the Taxpayer i.e. Name and Address along with GSTIN

2. Period to which the Return pertains

3. Turnover Details including Gross Turnover, Export Turnover, Exempted
Domestic Turnover, Nil Rated Domestic Turnover, Non GST Turnover and Net
Taxable Turnover

4. Final aggregate level outward and inward supply information. These details will
be auto populated from GSTR-1 andGSTR-2.

5. There will be separate tables for calculating tax amounts on outward and inward
supplies based on the information contained in various tables in the GSTR-3
return.

6. There will be a separate table for capturing the TDS credit received and which
has been credited to his cash ledger (the deductee).
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7. Tax liability under CGST, SGST, IGST and Additional Tax.

Details regarding revision of invoices relating to outward and inward supplies

9. Details of other liabilities (i.e. Interest, Penalty, Fee, others etc.).

10. Information about ITC ledger, Cash ledger and Liability ledger (these are running
electronic ledgers maintained on the dashboard of taxpayer by GSTN). These
would be updated in real time on an activity in connection with these ledgers by
the taxpayer. Both the ITC ledger and the cash ledger will be utilized by the
taxpayer for discharging the tax liabilities of the returns and others. Details in
these ledgers will get auto populated from previous tax period return
(irrespective of mode of filing return i.e. online / offline utility)

11. Details of ITC utilized against tax liability of CGST,SGST and IGST on supplies of
goods and services.

12. Net tax payable under CGST, SGST and IGST.

13. Details of the payment of tax under various tax heads of CGST, SGST and IGST
separately would be populated from the debit entry in Credit/Cash ledger.GST
Law may have provision for maintaining four head wise account for CGST, SGST,
IGST and Additional tax and at associated minor heads for interest, penalty, fee
and others. Excess payment, if any, will be carried forward to the next return
period. The taxpayer will have the option of claiming refund of excess payment
through the return for which appropriate field will be provided in the return
form. The return form would display all bank account numbers mentioned in the
registration, out of which one will be selected by the taxpayer to which the refund
will be credited.

14. Details of other payments - Interest/Penalties/Fee/Others, etc. This will be auto
populated from the Debit entry in Cash ledger irrespective of mode of filing i.e.
online / offline utility.

15. Details of ITC balance (CGST, SGST and IGST) at the end of the tax period will be
auto-populated in the ITC ledger irrespective of mode of filing return. In case of
net exporter or taxpayers dealing with inverted duty structure or similar other
cases, where input tax credit is greater than output tax due on supply, the
taxpayer would be eligible for refund. The return would have a field to enable the
tax payer to claim the refund or to carry forward the ITC balance (CGST, SGST
and IGST). The return form should display all bank account numbers mentioned
in the registration, out of which one will be selected by the taxpayer to which the
refund will be credited.

16. Details of cash balance (CGST, SGST and IGST) in personal ledger at the end of the
tax period (this will be auto-populated irrespective of mode of filing return).

17. Information regarding quantity of goods (as per Unique Quantity Code) supplied
will not be contained in the monthly return. However, the same would be
submitted by the taxpayer in the annual return. The format of the annual return
would have a suitable field for this purpose.

®©
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3.13. A return related liability would mean the tax liability for the transactions
(including credit/debit notes) of the return period and the additional liability arising out
of any ITC reversal or late inclusion of the supply in the return period. Arrears
pertaining to audit/reassessment/enforcement outcomes would be handled separately,
and not mixed with the return related liabilities and payments. The payments made on
this account, however, would be reflected in the return.

3.14. The return would be permitted to be filed both on online and offline mode. In
case of offline mode, payment by debit to cash/ ITC ledger can be done at an earlier date
also and such debit entry number would be verified at the time of uploading of the
return. In online mode, both debiting and filing can be done simultaneously. Section 26
(1) mandates that the return would be filed by 20thof the succeeding month. Late filing
would be permitted on payment of late fees only.

3.15. Most of the tax payers shall be required to file return in GSTR-3 backed by
information in GSTR-1 and GSTR-2. However, there are certain specified category of tax
payers for whom a simplified return is specified owing the nature of their activities.
They are tax payers under composition scheme, non-resident foreign tax payers, ISD and
TDS deductors. These special returns are explained below.

Quarterly Return for Taxpayers under composition scheme

3.16. After crossing the threshold exemption limit, the taxpayers may opt for
composition scheme wherein they would be required to pay taxes at fixed rate on their
turnover as per section 8 of the model law. Such taxpayers can neither avail ITC nor can
their purchasers claim ITC on purchases made from them. Therefore a simpler return
can be prescribed for such payers and they would be required to file a simplified
quarterly return in the format GSTR-4.

3.17. In this return the taxpayer is only required to indicate the total value of supplies
made during the period of return and the tax paid at the composition rate alongwith the
details of payment of tax in the return. The composition taxpayer will also need to
declare invoice-level purchase information for the purchases from normal taxpayers,
which will be auto-drafted from supply invoice information uploaded by counter-party
taxpayers. Suppliers making interstate supplies shall not be allowed composition benefit
but composition taxpayers can receive interstate supplies.

3.18. The composition taxpayers will also be required to submit details of the goods
and services imported from outside India. The composition taxpayers would be allowed
to export supplies outside India. Composition taxpayers shall normally make purchases
from registered taxpayers but if they make any purchase from unregistered taxpayers, it
shall attract tax on reverse charge. As per section 27 (1) of the draft model bill, the
return for composition taxpayers shall have to be filed for every quarter on 18t of the
month after the end of the quarter.
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Non-Resident Foreign Taxpayers

3.19. Non-Resident foreign taxpayers are those suppliers who do not have a business
establishment in India and have come for a short period to make supplies in India. They
would normally import their products and make local supplies. Therefore, they will be
allowed to avail ITC only on IGST paid on imports. However, other taxpayers will be
eligible to take credit on supplies made by them. Such taxpayers would be required to
file return in form GSTR-5 for the period for which they have obtained registration
within a period of seven days after the date of expiry of registration. In case registration
period is for more than one month, monthly return(s) would be filed and thereafter
return for remaining period would be filed within a period of seven days as stated
earlier.

Input Service Distributor Return

3.20. Input Service Distributors (ISD), as a specified category, only distribute credit on
tax invoices received centrally on services to units that actually use those services in the
course of their business. Since they do not normally have a net tax liability, a simplified
return has been specified in form GSTR-6. This return form would capture the following
information:
1. Basic details of the Taxpayer i.e. Name along with GSTIN
2. Period to which the Return pertains
3. Final invoice-level inward supply information pertaining to the tax period
separately for goods and services on which the ITC is being claimed. This will be
auto populated on the basis of GSTR-1 filed by the Counterparty Supplier of the
taxpayer. The same may be modified i.e. added or deleted by the Taxpayer while
filing the ISD return. The recipient would be permitted to add invoices (not
uploaded by the counterparty supplier) if he is in possession of invoices and have
received the services.
4. Details of the Invoices along with the GSTIN of the receiver of the credit i.e. to
whom the ISD is distributing credit.
5. There will be separate ISD Ledger in the return that will detail the Opening
Balance of ITC (to be auto- populated on the basis of previous return), credit for
ITC services received, debit for ITC reversal and ITC distributed and Closing
Balance.

3.21. As per section 27 (6) this return would be filed by 13thof the succeeding month.
Late filing would be permitted on payment of late fees only.

Tax Deduction at Source Return

3.22. Section 37 of the draft model bill mandates some specified recipients to deduct
tax at source on certain supplies while making payment for such supplies. They shall
deduct an amount at a specified percentage of the payment being made and credit it to
the Government as tax paid on behalf of the supplier. The supplier shall be allowed to
take credit of such tax deducted and paid. Since these taxpayers shall not be making
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outward supplies but are only deducting tax on their inward supplies and paying it on
behalf of their suppliers, a simplified return form in GSTR-7 is prescribed for them. This
return would capture the following information:
1. Basic details of the Taxpayer i.e. Name along with GSTIN
2. Period to which the Return pertains
3. Details of GSTIN of the Supplier along with the invoices against which the Tax has
been deducted. This will also contain the details of tax deducted against each
major head i.e. CGST, SGST and IGST.
4. Details of other payments - Interest/Penalties/Fee/Others, etc. (This will be auto
populated from the Debit entry in Cash ledger)

3.23. As per section 27 (5) of the draft model bill, this return would be filed by 10th of
the succeeding month. Late filing would be permitted on payment of late fees only.

4. Steps for Return Filing

4.1. For the purpose of reaping the benefit of the fact that various returns will be filed
across the country on the same platform and therefore, information entered once by one
taxpayer need not be entered again by any other taxpayer, there is a need to sequence
the events in a particular fashion. This section outlines the sequence in which the
statements/returns are expected to be filed.

Filing of GSTR-1

4.2.  The taxpayer will upload the final GSTR-1 form either directly through data entry
at the GST Common Portal or by uploading the file containing the details through an
offline utility or through third party applications or software by10tday of month
succeeding the month during which supplies has been made. The increase or decrease in
supply invoices would be allowed, only on the basis of the details uploaded by the
counter-party purchaser in GSTR-2upto 17thday of the month. In other words, the
supplier would not be allowed to include any missing invoices on his own after 10thday
of the month.

4.3.  GSTN will facilitate periodic regular upload of such information to minimize last
minute load on the system. GSPs are expected to develop client applications that will
facilitate easy filing of GSTR-1.

Auto-generation of GSTR-2

4.4. GST Common Portal will auto-draft the provisional GSTR-2 of taxpayer based on
the supply invoice details reported by the counter-party taxpayers (suppliers) on a near
real-time basis. While every taxpayer will be able to see the invoices uploaded by their
suppliers, they will be able to finalise their GSTR-2 only after the last date of filing GSTR-
1. After filing of GSTR-1, the taxpayers will be able to view/download their provisional
GSTR-2 for further steps.
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Finalisation and filing of GSTR-2

4.5. Purchasing taxpayers will accept/reject/modify invoices in the auto-drafted
provisional GSTR-2. A taxpayer will have the option to download his provisional
purchase statement from the Portal and update/modify it off-line. Purchasing taxpayer
will also be able to add additional purchase invoice details in his GSTR-2 which have not
been uploaded by counter-party taxpayer (supplier) as described above, provided he is
in possession of valid invoice issued by counter-party taxpayer and he has actually
received such supplies. The taxpayer would, indicate the eligibility/ partial eligibility for
ITC in those cases where either he is not entitled or he is entitled for partial ITC. The
taxpayers can then file their GSTR-2 either online or through offline utility or through
third party applications or software.

Reconciliation of outward and inward supplies

4.6. Taxpayers will have the option to do reconciliation of inward supplies with
counter-party taxpayers (suppliers) during the period of 7 days from filing of GSTR-1
with their counter-party taxpayers for any missing supply invoices in theGSTR-1 of the
counter-party taxpayers, and prompt them to accept the same as uploaded by the
purchasing taxpayer. Where a purchasing taxpayer has added an invoice and the
corresponding supplying taxpayer accepts the addition, it will amend his GSTR-1
accordingly.

Finalisation of Return

4.7.  Finalisation of GSTR-1 and GSTR-2 would enable taxpayers in finalizing their
return for the month. The GST Common portal would auto-generate the GSTR-3 for the
taxpayer. GSTR-3 would show the amount that will credited/debited to the ITC ledger of
the taxpayer and the amount of ITC available for payment of taxes. The taxpayer will fill
in the details of ITC that he intends to utilise for payment of taxes. Any balance amount
will have to be paid by the taxpayer as cash. The return would also show the late fee and
interest payable, if any.

Payment of Taxes and submission of return

4.8. GST follows a system of ledgers for ITC and cash. ITC availed by the taxpayer shall
be credited to the ledger on filing of return and ITC utilised by the taxpayer for payment
of taxes shall be debited to the ledger on filing of the return. Any payment made through
challan gets credited to the ledger and does not automatically get offset against any tax
liability. Payment of taxes has to be done by debiting the cash ledger and the taxpayer
can opt to debit the cash ledger while submitting the return.

4.9. The tax payer will submit the return with the payment of the amount of cash
payable as per the return. The two activities can also be done separately and the
taxpayer can make the payment in advance and credit his cash ledger. On filing of return,
the ITC ledger will be credited with the amount of ITC available in the return, will be
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debited by the amount of ITC availed for payment of taxes in the return and the cash
ledger will be debited by the amount payable by the cash.

Acknowledgement

4.10. On submission of return, an Acknowledgement Number will be generated. In case
of submission of a return which has been prepared by using offline tools,
acknowledgement of submission will take some time as GSTN System will need to first
verify details like the carry forward cash as per personal ledger, ITC, tax payment details
etc. In such cases, initially a Transaction ID confirming receipt of data will be conveyed
to the taxpayer, (as also envisaged in case of filing of short paid / non -paid return).Final
acknowledgement of receipt of return will be generated after validation of data is
completed, which will also lock-in the Transaction ID.

4.11. The acknowledgement of e-return would contain the following details:

(1) Return acknowledgement number (unique number generated by the GSTN),
Date and Time

(ii)  Transaction ID No., Date and Time

(iii)  GSTIN of taxpayer

(iv)  Relevant tax period details

(v) Gross Supplies, Taxable Supplies and Tax paid / refund claimed(CGST, SGST,
IGST and Additional tax separately) during the Return period

5. Where will the taxpayer file Return?
5.1. Aregistered Tax Payer shall file GST Return on GST Common Portal either:
(1) by himself logging on to the GST Common Portal using his own user ID and
password;

(i)  Through his authorized representative using the user Id and password
(allotted to the authorized representative by the tax authorities), as chosen at
the time of registration, logging on to the GST Common Portal.

5.2.  The filing may be done either directly or by using third party apps or software
which will interact with GST System using APIs or through Facilitation Centre (FC).

5.3. At the time of registration, every taxpayer has to enrol with GST Common Portal
(GSTN). A unique User-ID and Password will be generated and intimated to the
taxpayer. This User-ID and Password shall be used by him for filing the tax return on the
Common Portal as well.

Tax Return Preparers

5.4. The draft model bill in section 34 provides for a formal role for Tax Return
Preparers (TRP). A taxable person may prepare and submit his returns himself or can
use services of a TRP. The process for filing return through TRP is given below:
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(i) A TRP will have to be chosen by the taxpayer out of TRPs registered with
respective State tax authorities/CBEC. (taxpayer will have the option to
change TRP any time);

(i)  The TRPs registered with tax authorities will be provided separate user ID
and password;

(iii)  Using his own user Id and password, the TRP will prepare the return in
prescribed format on the basis of the information furnished to him by the
taxable person. The legal responsibility of the correctness of information
contained in the return prepared by the TRP will rest with the taxable person
only and the TRP shall not be liable for any errors or incorrect information;

(iv)  The TRP will be able to upload all types of return, based on the information
provided by the taxpayer who has authorized him to do so at the portal;

(v) The system will generate an email and SMS having basic data of return and
send the same to the taxpayer;

(vi)  The taxpayer can accept the correctness of the return and submit the same by
just clicking on the link provided in the e-mail. In case he does not respond to
the e-mail, return will be considered as not submitted;

(vii) In case taxpayer wants to respond to the SMS, he may do so by replying YES
and mention the OTP sent alongwith the SMS. In case he does not respond to
the SMS, return will be considered as not submitted;

Facilitation Centres

5.5.  The return can also be submitted by the taxpayer through any Facilitation Centre
(FC) notified by the Tax authorities and selected by the taxpayer at GST System. The
taxpayer shall make available the requisite documents to the facilitation centre.
Facilitation Centre (FC) shall be responsible for the uploading of all types of return given
to it by the taxable person. After uploading the data on the common portal using the ID
and Password of FC, the GSTN system will generate an email /SMS for the taxpayer.

5.6. Registration of TRP/FC will be done by CBEC / respective State tax authorities
and the registration data will be shared with GSTN to enable applicants/taxpayers to
choose one from the available list of registered TRPs/FCs.

GST Common Portal

5.7. The Common Portal shall act as a channel for most of the communication
between the taxpayer and tax administration. The Common Portal will provide the
taxpayer with a dashboard that will give a snapshot of all the activities of the taxpayer
and details of what is required from him.

5.8.  The common portal will display the electronic form to be used for filing the
return. The Common portal will also provide an offline utility for entering the details
offline and uploading the information in one go. In case of offline filing, the validations
will be done after filing of the information and the taxpayers will be intimate
accordingly. The taxpayers can use their Digital Signature Certificate for validating the
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return filed by them. However, to ensure that e-verification can be provided even to
taxpayers who don’t have DSC, separate mechanism like EVC using Adhar or net banking
credentials is being worked out. Overall, the effort will be to avoid any kind of paper
interface.

5.9. Along with the return, taxpayer is not required to submit any other document.
The documents as required for scrutiny or audit shall be made available by the taxpayer
to the audit party deputed by CBEC/State tax authorities/CAG.

5.10. The Common Portal will also maintain and display the ledger of the Tax Payer
providing information about the tax deposited, input tax credit availed/taken, input tax
credit utilized, tax liability created, balance ITC carried forward, tax payments made by
debiting the ledgers under respective major tax heads, refund granted and balance in
respective cash ledger and credit ledger carried. The information of Interest on delayed
payments, Penalty for legal defaults, Tax Demand as per adjudication/appellate orders,
etc. would also be provided. The ledger will also give the status of the tax dues or excess
payment on any given date.

6. Contents of transaction level information

6.1. Section 23 of the draft model bill mandates issue of invoice for every supply at
the time of supply in case of supply of goods or at prescribed time in case of supply of
services. As explained earlier, invoices will form the basis of the returns to be filed under
GST. The following invoice level information would be captured in the statements
pertaining to return:

Invoices pertaining to B2B transactions

6.2.  For all invoices pertaining to all intra/inter-state B2B supplies and supplies made
to entities with UID, following details shall be submitted as part of statement of outward
supplies and inward supplies, wherever relevant:
(1) Goods and Services Tax Identification Number (GSTIN)/Unique ID issued to
UN organizations/Embassies
(ii)  Invoice Number, Date and value
(iii) HSN code for each item line (for Goods)/Accounting code for each item line
(for services)
(iv)  Taxable Value
(v) Tax Rate (CGST & SGST or IGST)
(vi) Tax Amounts (CGST & SGST or IGST)
(vii)  Place of Supply (State)

6.3. An Invoice may have two items having different tax rates or different HSN codes
in case of B2B supplies. If the invoice contains more than one tax rate/one HSN Code, the
taxpayer would have to submit line-wise information separately for each HSN
Code/each tax rate.
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Invoices pertaining to B2C transactions

6.4. Inrespect of invoices for interstate supplies whose taxable value is more than Rs.
2.5 lakhs, details of invoices shall have to be submitted in the following format for
proper tracking of flow of funds to the destination State:

(1) Invoice Number, Date and value

(i)  HSN Code for goods / Accounting code for services

(iii) Taxable Value

(iv) Tax Rate

(v)  Tax Amount

(vi)  Buyer’s address (State Code)

(vii) Departmental ID allotted by State Government to Government entities/ PSUs,
etc. not dealing in GST supplies or to persons dealing in exempted/ Nil rated/
non-GST goods or services

(viii) Place of Supply (State) if different than S. No. (vi) above

6.5. For invoices relating to interstate supplies to unregistered persons whose taxable
value is upto Rs 2.5 lakhs, only state-wise and tax rate-wise aggregated taxable value of
all such invoices will be submitted,. In case of intrastate supplies to unregistered
persons, tax rate-wise aggregated taxable value of all such invoices will be submitted.

Invoice pertaining to Export and deemed export supply

6.6. For export related supplies, it is intended that the transaction level information
shall be submitted in the following format to ensure linkages with the IT systems of
Customs.

(i) Invoice Number, Date and value

(ii)  8-digit HSN Code for goods/ Accounting Code of Services for each line item (

as HSN Code / Accounting code is mandatory in case of exports)

(iii) Taxable Value

(iv) TaxRate

(v) Tax Amounts (IGST, CGST & SGST) (in case exports on payment of GST).

(vi)  Shipping Bill/ Bill of Export Number

Details pertaining to exempted including Nil rated supply

6.7.  Aggregate value of all exempted, including Nil rated outward and inward supplies
made by the taxpayer during the return period would be submitted. Although this has
no tax significance in direct sense but capturing this information would be important for
tallying the total supply turnover and the total taxable turnover during the tax period.

Bills of Entry relating to Import

6.8. For import related transaction, following details pertaining to inward supplies
shall be submitted. These details would be verified from Bill of Entry data available at
ICES / ICEGATE.

(i) Bill of Entry Number, Date and value
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(ii)  Assessable Value for IGST

(iii)  8-digit HSN Code for goods

(iv)  IGST rate

(v) IGST Amount

(vi)  Importer’s address (for transfer of IGST)[Will get auto populated in case of
registered taxpayer. In case of others, it will have to be provided by them]

Credit Note and Debit Note

6.9. There are various situations in which the taxpayers may need to issue credit and
debit notes. Credit and debit notes may be issued in case of price and quantity
variations, sale/purchase returns or post sale discounts. Section 24 of the draft model
bill recognises credit and debit note issued for an outward supply by the supplier and
the recipient of the supply shall show it as a receipt of the credit or debit note. It has
been made mandatory that every credit or debit note shall have to relate to an invoice
issued by the supplier earlier.

6.10. Following information relating to credit or debit note will have to be submitted
as part of the return.
(1) Debit / Credit Note Number
(ii) Original Invoice Number and Date
(iii) Taxable Value, Tax Rate and Tax Amount (CGST & SGST or IGST) ( that is
being modified )

6.11. Section 24 of the draft model bill requires that Credit or Debit note for any tax
invoice should be issued before 30th September of the financial year succeeding financial
year in which the invoice has been submitted and the credit/debit note will be reflected
in the monthly return in which such notes have been issued. This will ensure that
matching and auto-reversal pertaining to credit or debit note can happen before last
date of filing the annual return of the financial year in which the invoice was issued. In
case of supplier issuing credit note, since the tax liability stands reduced, it is essential
that only the reduced tax amount has been passed on to the recipient.

Post sales discount

6.12. Section 15 of the model GST bill deals with valuation of taxable supply and clause
(h) of sub-section (2) allows only those discounts to reduced from the value of supply
that can established as per the agreement of supply and is known at or before the time
of supply. It also requires that such discounts should be specifically linked to relevant
invoices and therefore, excludes any lump-sum discount. The adjustments for post sales
discount will be completed before filing of annual return. The credit/debit note will be
reflected in the monthly return in which the said adjustment is made.

Advances received against a supply to be made in future

6.13. Section 12 and 13 of the draft model bill deals with the time of supply of goods
and services respectively and determine when tax shall become payable. Sub-section (2)
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of both sections provide that tax shall become payable when advance payment is
received against any supply even if the recipient has not received goods or services or
even if supplier has not actually supplied goods or services. Therefore, in case of an
advance received, the supplier will have to pay tax and therefore it needs to be captured
in the statement of outward supplies. This will have to be settled finally when the supply
is made and final invoice is issued when the recipient will be allowed to claim ITC. So,
accordingly, if the tax is to be paid on the basis of advance payment received against a
future supply of goods and/or services, then the following details would be required to
be provided:

(1) GSTIN/UID/GDI/Name of customer

(ii)  State Code

(iii) HSN Code for goods / Accounting code for services

(iv)  Amount of advance received

(v) Tax Rate (CGST and SGST or IGST and Additional Tax)

(vi)  Tax Amount (CGST and SGST or IGST and Additional Tax)

TDS

6.14. Persons who are mandated to deduct tax at source as per section 37 from the
payments made to their supplier for supplies made to them will have to submit details of
deductions made so that the taxpayers on whose behalf deductions have been made are
able to claim credit for the same.

6.15. In their TDS return, the TDS deductors will give following details for every
transaction:

(1) GSTIN/GDI of deductor

(ii)  GSTIN of deductee/supplier

(iii)  Invoice no. with date(iv) TDS Certificate no. with date and value

(iv)  Taxable value

(v) Rate of TDS for IGST, CGST and SGST as applicable

(vi)  Amount of IGST, CGST and SGST as applicable, deducted as TDS

6.16. As explained earlier, these details will be available with the GST common portal
by 10t of the month and the same will be auto-populated in the returns of the taxpayers
on whose behalf the deductions have been made. These deductees will claim the credit
for these deductions in their return and their cash ledgers will be credited by the
amount of deduction made by the deductors.

ISD

6.17. 1SDs, who will only be distributing credit onwards to their subsidiaries or sister
concerns will be giving details of the inward supplies and will be distributing credit
through issue of documents that have been deemed to be a tax invoice as per
explanation under section 23 of the draft Model Bill. These entities will be giving
following details for the invoices issued by them for distributing the credit.

(i) Details of ISD i.e. GSTIN, name and address
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(ii)  Details of recipient i.e. GSTIN, name and address

(iii)  Details of the inward supply invoices on the basis of which Input Tax Credit is
claimed.

(iv)  Invoice / Document no. with date

(v)  Amount of IGST, CGST, SGST Credit, as applicable, being distributed.

6.18. Based on the invoices issued by the suppliers to the ISD, the inward supply
details of the ISD shall be auto-populated and based on the invoices issued by them, the
subsidiaries will be availing the credit.

7. Matching of Input Tax Credit and Auto-reversal

7.1.  Matching of ITC and auto-reversal is one of the core features of GST. The primary
reason for having this feature arises from the fact that one of the most important design
specification of GST is that it should allow full credit of taxes paid across State
boundaries, making it a truly national tax while keeping the federal structure intact.
Operationally, it allows a taxpayer registered in one State can take credit of IGST paid to
a taxpayer registered in another State against SGST payable by him in his State and vice
versa. This requires that whenever a taxpayer takes credit of IGST paid against SGST
payable, the Centre transfers an equivalent amount to the relevant State and whenever a
taxpayer takes credit of SGST paid against IGST payable, the relevant State transfers an
equivalent amount to the relevant Centre.

7.2.  For smooth operation of such a fund transfer mechanism, which is essential for
smooth flow of credit, it is important that a system is in place which ensures that
whenever a taxpayer takes credit of any tax paid on his inputs, the tax amount has either
already been collected or gets collected in due course. It is also essential that such a
system runs without any manual intervention. Matching of input tax credit and auto-
reversal provides exactly that mechanism.

Provisional acceptance of ITC

7.3.  The first aspect that the framework recognises is that ITC is a matter of the claim
of the taxpayer availing it and the taxpayer has to be initially allowed the ITC he has
claimed. Therefore, as provided in section 28.the ITC claimed by a taxpayer is allowed
every taxpayer to on provisional basis and he is allowed to utilise it for payment of tax
declared in his return

7.4.  Therefore, even before the ITC claim of the taxpayer is matched and finally
allowed, it can be availed for payment of taxes in the return. However, the taxpayer
cannot utilise the credit for payment of any other liability like demand created as a
result of audit.

Matching Process

7.5.  After the due date for filing of return, the invoices for ITC claims of taxpayers will
be matched with corresponding outward supplies as per section 29 of the draft model
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bill. If the recipient has claimed ITC based on the details auto-populated in his GSTR-2
without any modifications, it will be presumed that the ITC has been matched if the
corresponding supplier has discharged his tax liability, that is, his return is a valid
return.

7.6.  The invoices for ITC claims will be matched for duplicates and with the tax paid
on the invoices of corresponding outward supplies. For the purpose of matching, invoice
number, invoice date, taxable value, tax rate and tax amount shall be matched. If the
details match, that is, if the other fields are same and the tax amount in the ITC claim is
less than or equal to the tax amount in the invoice for the corresponding outward
supply, the input tax credit claim will be finally accepted and final acceptance of the
credit will be communicated to the taxpayer as provided in section 29 (2).

7.7.  Where the claim of ITC is found to be duplicate, the person making the claim
alone shall be intimated and where there is a mismatch, both the supplier and recipient
shall be intimated.

Auto-reversal

7.8.  Although, the system shall do a de-duplication check when taxpayers file their
returns, where offline utilities have been used or third party apps or software has been
used, there is a possibility of having duplicate claims. If the claim is found to be
duplicate, an amount equal to the ITC claimed on account of the duplicate claim will be
added to his output liability in the next return and shall become payable with interest
for one month.

7.9. If there is a mismatch found in the ITC claim of the taxpayer, that is, if he has
uploaded an invoice that has not been declared by the corresponding supplier or if he
has modified an invoice to claim more credit than the tax declared by the supplier, the
supplier may accept the liability in his next return and pay the tax alongwith interest
payable on delayed payment of the tax. In such a case, in the next cycle, the ITC claim
shall match with the invoice for corresponding outward supply and the ITC claim of the
recipient shall get accepted. If the supplier fails to own up the tax liability in his next
return, an amount equal to the ITC claimed on account of the mismatched claim will be
added to his output liability in the next return and shall become payable with interest
for two months.

Reclaim of reversal

7.10. Once claim of ITC on an invoice has been auto-reversed, the recipient cannot
claim it again unless the supplier uploads that invoice in his return. After auto-reversal,
if at any stage, but before 30th September of the next financial year, the supplier uploads
the invoice for corresponding outward supply, the invoice shall automatically appear in
the return of the recipient and the recipient shall be eligible to claim ITC on that invoice.
The interest paid by him on auto-reversal shall also be credited back to his cash ledger.
If any taxpayer claims ITC on an invoice that has been auto-reversed in the past without
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the corresponding supplier uploading that invoice, such ITC shall be auto-reversed in
the next month itself and a higher interest shall be payable on such auto-reversal.

7.11. The above process outlines the process for invoices and the same process would
apply for debit notes as well. Debit notes are in the nature of increase in value of supply
and therefore increase the tax payable for supplies and increase the ITC available with
the recipient which, in effect, is same as that in case of invoices. Therefore, wherever
there is a mismatch, in both cases, the ITC of recipient is subjected to auto reversal.

Matching and auto reversal of Credit Notes

7.12. In case of Credit Note, however, the nature of transaction and its impact is
different. When a supplier issues a credit note, the value of supply and the tax liability
reduces in his hands. Simultaneously, the recipient should reduce the ITC claim by an
equivalent amount. Thus, in case of mismatch, if the recipient does not reduce his ITC
claim, the reduction of tax liability in the hands of the supplier should be reversed. The
process followed in case of credit notes is also same except for this one basic difference.

7.13. Even in case of credit notes, the claims would be first checked for duplicates and
duplicate claims shall be communicated to the supplier. If there is a mismatch, i.e. the
recipient has not reduced the ITC claim at least by an equivalent amount, both of them
will be intimated. If the recipient reduces the ITC claim accordingly, along with the
payment of tax and interest, the credit note will be considered as matched. In case the
recipient does not take any such corrective action, the amount of tax liability reduced by
the supplier will be added to his tax liability in the subsequent returns and shall become
payable along with interest for two months.

7.14. Even in the case of credit note, the supplier shall automatically be given the
benefit of the credit note if the recipient acknowledges it and reduces his ITC claim at
any print and provisions similar to that for invoice and debit notes apply to credit notes
as well.

8. Revision of Return

8.1. Since the return framework in GST is predominantly transaction based, any
changes required to be done at any stage shall also have to be done at the transaction
level rather than at the aggregate level of return. Therefore, in GST, no revision of
returns is allowed.

8.2. Instead, as provided in Section 25 (2) and 26 (3), if taxpayers find that there is an
error in the invoices uploaded by them, they can correct the details of invoices in the
return of the month when they were noticed, by providing necessary details in tables
meant for amendment of details already furnished in statements of outward and inward
supplies. In case the invoices were wrongly uploaded, it is presumed that they would not
have got matched and the ITC on such invoice would not have been claimed. This system
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allows such invoices to be corrected through amendment tables. However, in case of
matched invoices, the corrections shall have to be done through credit/debit notes.

8.3.  All unreported invoices of previous tax period would be reflected in the return
for the month in which they are proposed to be included. The interest, if applicable will
be auto populated.

8.4. All under-reported invoices and ITC revision that have been matched, will have to
be corrected using credit/debit note and such credit / debit note would be reflected in
the return for the month in which such adjustment is carried out. The credit/debit note
will have provision to record original invoice, date etc. to enable the system to link the
same with the original invoice as also to calculate the interest, if applicable. Its format
will be like the invoice.

8.5. There would be separate tables in the returns for reflecting those adjustments for
which credit/debit notes are not required to be issued/issued. The interest, if applicable
will be auto populated.

9. Non-filing, late-filing and short-filing of return
Non-Filers & Late-Filers

9.1. In case of failure by the taxpayer to submit periodic returns, a defaulter list will
be generated by the IT system by comparing the return filers with the registrant
database. Such defaulter list will be provided to the respective GST Authorities for
necessary enforcement and follow up action.

9.2. GST Common Portal will auto generate and send the notice to all non-filers in the
form of email and SMS. The details of non-filers shall be made available on the dash
board of jurisdictional officers.

Short-Filers

9.3.  As per the requirement of the IGST model, return should be allowed to be filed
only on payment of due tax as self-assessed and declared in the return. However, returns
would be allowed to be uploaded even in case of short payment for the limited purpose
of having the information about self-assessed tax liability even though not paid. The
invoice matching and inter-governmental fund settlement would, however, take place
only after the full tax has been paid. Return without full payment of tax will be allowed
to be uploaded but it will be treated as an invalid return and this return will not be used
for matching of invoices and settlement of funds.

9.4. Any invalid return (including the one not supported by full payment) will merely
be recorded with unique transaction ID, but not accepted in the system, and that aspect
will be made known to the taxpayer at the time of communicating the ID itself.
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10. Return for Casual Taxpayers:

10.1. Casual Taxpayers should file GSTR-1, GSTR-2 and GSTR-3for the period for which
they have obtained registration within a period of seven days after the date of expiry of
registration. In case registration period is for more than one month, monthly return(s)
would be filed and thereafter return for remaining period would be filed within a period
of seven days as stated earlier.

11.  First and Final Return

11.1. In the normal course, any person doing business would be taking registration as
and when he becomes liable for registration. It has also been prescribed that a person
shall be liable to get registered when he crosses 90% of the threshold for becoming
liable to pay tax and therefore, in normal cases, a person would already be registered by
the time he becomes liable to pay tax. However, the section 19 (1) of the draft model law
allows taxpayers to register within thirty days from becoming liable to register. In some
cases it may happen that even if the tax payer has applied for registration within thirty
days from the day he become liable to register, he may become liable to pay tax even
before he has been granted registration. In addition, he could have received taxable
supplies within those thirty days on which he may choose to take input tax credit.

11.2. For the period before he gets his GSTIN, the returns cannot be filed electronically
on the GST common portal. To enable the taxpayer to declare the taxable supplies made
by him before grant of registration and to allow him to take credit of taxes paid on his
input during that period, section 27A of the draft model bill allows for filing a first
return. The format for this return including the statement of outward and inward
supplies associated with it is the same as that for regular return but this return will have
to be filed and processed manually.

11.3. On cancellation of registration either on closure of business or where the
taxpayer is no longer liable to pay tax, the input tax credit for inputs held in stock and
inputs contained in finished and semi-finished goods will have to be reversed as per
section 21 (7) of the draft model bill. Similarly, as per the same section, input tax credit
on capital goods as per the residual value will have to be reversed. To enable the tax
payer to discharge these liabilities, the draft model bill provides for a Final Return in
Section 31. This return has to be filed within three months of cancellation of registration.

12. Annual Return

12.1. All the Normal taxpayers would be required to submit Annual Return. This return
to be filed annually is intended to provide 360 degree view about the activities of the
taxpayer. This statement would provide a reconciliation of the returns with the audited
financial statements of the taxpayer.

12.2. This return is a detailed return and captures the details of all the income and
expenditure of the taxpayer and regroups them in accordance with the monthly returns
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filed by the taxpayer. This return also provides for the reconciliation of the monthly tax
payments and will provide the opportunity to make good for any short reporting of
activities undertaken supply wise. The said return would also capture the details of
pending arrears against the taxpayer and the current status of the orders leading to such
arrears. The details of all the refund claims pending with the tax authorities would also
be captured. Since this return captures the minutest details of income and expenditure
of the taxpayer, the gross profit/loss arrived on the basis of the details submitted in this
statement should tally with the gross profit/loss indicated in the Profit and Loss Account
of the dealer. Accordingly, this return is to be submitted along with the audited copies of
the Annual Accounts of the dealer and would be filed by 31stDecember following the
end of the financial year for which it is filed.

12.3. A separate reconciliation statement, duly certified by a Chartered Accountant,
will have to be filed by those taxpayers who are required to get their accounts audited
under section 44AB of Income Tax Act 1961. Currently this limit is Rs 1 Crore.

12.4. Consolidated statement of purchases and supplies based on monthly returns filed
by the taxpayer can be made available to taxpayers by GSTN common portal as a
facilitation measure for enabling him to prepare annual return.

13. Processing of Return
13.1. After the GST Return has been uploaded onto the GST Common Portal, the Portal
will undertake the following activities:

(1) Acknowledge the receipt of the return filed by the taxpayer after conducting
required validations.

(ii)  Acknowledgement number would be issued as per procedure detailed above.

(iii)  Once a return is acknowledged, forward that GST Return to tax authorities of
Central and appropriate State Govt. through the established IT interface.

(iv)  The ITC claim will be confirmed to purchasing taxpayer in case of matched
invoices after 20th of the month succeeding the month of the tax period
month provided counterparty supplying taxpayer has submitted the valid
return (and paid self-assessed tax as per return).

(v) Communicate to the taxpayers through SMS/e-Mail, about the macro-results
of the matching. The details will be in the taxpayers’ dashboard/ledger which
can be viewed after log-in at the Portal.

(vi)  Auto-populate the ITC reversals due to mismatching of invoices in the
taxpayer’s account in the return for the 2nd month after filing of return for a
particular month.

(vii) Aggregation of cross-credit utilization of IGST and SGST for each State and
generation of settlement instructions based on IGST model and as finalized by
the Payments Committee. This has to be with dealer-wise details as the
concerned tax administration’s follow on activities will be dependent on that
detailing.
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13.2. GST return and the associated statements will have a large amount of information
for post return tax analysis. The return will throw out various exceptions that require
closer scrutiny. Since all statements of outward supplies of medium and large suppliers
are HSN/SAC based, it will give ample scope for commodity analysis in addition to
rudimentary input-output analysis. In addition, annual returns will have detailed
commodity level information including quantity details. Commodity based trends in tax
collection will be available for all sectors from all parts of the country.

13.3. GST being a destination based consumption tax it would give an ample scope of
correlating tax collection data with other macroeconomic and various micro parameters.
Being fully computerised system with uniform PAN based system structure across the
country it will allow robust interface with other tax systems like Income tax and
Customs.

13.4. Using data analysis techniques, it is expected that the tax departments will select
targeted outliers and take up for detailed scrutiny and determination of taxes short paid
or not paid, if any. This would ensure that even in the process relating to scrutiny, audit
and assessment, any manual intervention will be limited to select outliers identified on
the basis of detailed statistical analysis.

Legal Provisions relating to Return and Matching of ITC
Chapter VII-Tax Invoice, Debit and Credit Notes

Section 23.Tax invoice

A registered taxable person supplying,-

i) taxable goods shall issue, at the time of supply, a tax invoice showing the
description, quantity and value of goods, the tax charged thereon and such other
particulars as may be prescribed;

(ii)  taxable services shall issue a tax invoice, within the prescribed time, showing the
description, the tax charged thereon and such other particulars as may be prescribed:

(1) Provided that a registered taxable person may issue a revised invoice against the
invoice already issued during the period starting from the effective date of registration
till the date of issuance of certificate of registration to him:

Provided further that a registered taxable person supplying non-taxable goods and/or
services or paying tax under the provisions of section8 shall issue, instead of a tax
invoice, a bill of supply containing such particulars as may be prescribed.

(2) Explanation.- The expression “tax invoice” shall be deemed to include a document
issued by an Input Service Distributor under section 17, and shall also include any
supplementary or revised invoice issued by the supplier in respect of a supply made
earlier.
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Section 23A. Amount of tax to be indicated in tax invoice and other documents
Notwithstanding anything contained in this Act or any other law for the time being in
force, where any supply is made for a consideration, every person who is liable to pay
tax for such supply shall prominently indicate in all documents relating to assessment,
tax invoice and other like documents, the amount of tax which will form part of the price
at which such supply is made.

Section 24. Credit and debit notes

(1) Where a tax invoice has been issued for supply of any goods and/or services and the
taxable value and/or tax charged in that tax invoice is found to exceed the taxable value
and/or tax payable in respect of such supply, the taxable person, who has supplied such
goods and/or services, may issue to the recipient a credit note containing such
particulars as may be prescribed on or before the thirtieth day of September following
the end of the financial year in which such supply was made, or the date of filing of the
relevant annual return, whichever is earlier:

Provided that no credit note shall be issued by the said person if the incidence of tax and
interest on such supply has been passed by him to any other person.

(2) Where a tax invoice has been issued for supply of any goods and/or services and the
taxable value and/or tax charged in that tax invoice is found to be less than the taxable
value and/or tax payable in respect of such supply, the taxable person, who has supplied
such goods and/or services, shall issue to the recipient a debit note containing such
particulars as may be prescribed on or before the thirtieth day of September following
the end of the financial year in which such supply was made, or the date of filing of the
relevant annual return, whichever is earlier.

(3)  Any registered taxable person who issues or receives a credit or debit note in
relation to a supply of goods and/or services shall declare the details of such credit or
debit note, as the case may be, in the return for the month during which such credit or
debit note has been issued or received or in the return for any subsequent month but
not later than September following the end of financial year in which such supply was
made, or the date of filing of the relevant annual return, whichever is earlier, and the tax
liability shall be adjusted in the manner specified in this Act.

Chapter VIII-Returns

Section 25. Furnishing details of outward supplies

(1) Every registered taxable person, other than an input service distributor and a person
paying tax under the provisions of section 8 or section 37, shall furnish, electronically, in
such form and manner as may be prescribed, the details of outward supplies of goods
and/or services effected, during a tax period on or before the tenth day of the month
succeeding the said tax period and such details shall be communicated to the recipient of
the said supplies within the time and in the manner as may be prescribed:
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Provided that the Board / Commissioner may, for valid and sufficient reasons, by
notification, extend the time limit for furnishing such details:

Provided further that any extension of time limit by the Board/Commissioner of State
Goods and Services Tax shall be deemed to be approved by the Commissioner of State
Goods and Services Tax/Board:

Explanation.- For the purposes of this section, the expression “details of outward
supplies” shall include details relating to zero-rated supplies, inter-state supplies, return
of goods received in relation to/ in pursuance of an inward supply, exports, debit notes,
credit notes and supplementary invoices issued during the said tax period.

(2) Any registered taxable person, who has furnished the details under sub-section (1)
for any tax period and which have remained unmatched under section 29, shall, upon
discovery of any error or omission therein, rectify such error or omission in the tax
period during which such error or omission is noticed in such manner as may be
prescribed, and shall pay the tax and interest, if any, in case there is a short payment of
tax on account of such error or omission, in the return to be furnished for such tax
period:

Provided that no rectification of error or omission in respect of the details furnished
under sub-section (1) shall be allowed after filing of the return under section 27 for the
month of September following the end of the financial year to which such details pertain,
or filing of the relevant annual return, whichever is earlier.

Section 26. Furnishing details of inward supplies

(D Every registered taxable person, other than an input service distributor and a
person paying tax under the provisions of section 8 or section 37, shall verify, validate,
modify or, if required, delete the details relating to outward supplies and credit or debit
notes communicated under sub-section (1) of section 25 to prepare the details of his
inward supplies and credit or debit notes and may include therein, the details of inward
supplies and credit or debit notes received by him in respect of such supplies that have
not been declared by the supplier under sub-section (1) of section 25.

(2)  Every registered taxable person shall furnish, electronically, the details of inward
supplies of taxable goods and/or services, including inward supplies of services on
which the tax is payable on reverse charge basis under this Act and inward supplies of
goods and/or services taxable under the IGST Act, and credit or debit notes received in
respect of such supplies during a tax period on or before the fifteenth day of the month
succeeding the tax period in such form and manner as may be prescribed:

Provided that the Board/Commissioner may, for valid and sufficient reasons, by
notification, extend the time limit for furnishing such details:

Provided further that any extension of time limit by the Board/Commissioner of State
Goods and Services Tax shall be deemed to be approved by the Commissioner of State
Goods and Services Tax/Board.
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(3)  Any registered taxable person, who has furnished the details under sub-section
(2) for any tax period and which have remained unmatched under section 29, shall,
upon discovery of any error or omission therein, rectify such error or omission in the tax
period during which such error or omission is noticed in such manner as may be
prescribed, and shall pay the tax and interest, if any, in case there is a short payment of
tax on account of such error or omission, in the return to be furnished for such tax
period:

Provided that no rectification of error or omission in respect of the details furnished
under sub-section (2) shall be allowed after filing of the return under section 27 for the
month of September following the end of the financial year to which such details pertain,
or filing of the relevant annual return, whichever is earlier.

Section 27. Returns
(1)  Every registered taxable person shall, for every calendar month or part thereof,
furnish, in such form and in such manner as may be prescribed, a return, electronically,
of inward and outward supplies of goods and/or services, input tax credit availed, tax
payable, tax paid and other particulars as may be prescribed within twenty days after
the end of such month:

Provided that a registered taxable person paying tax under the provisions of section 8 of
this Act shall furnish a return for each quarteror part thereof, electronically, in such
form and in such manner as may be prescribed, within eighteen days after the end of
such quarter:

Provided further that a registered taxable person shall not be allowed to furnish return
for a tax period if valid return for any previous tax period has not been furnished by him.

(2)  Every registered taxable person, who is required to furnish a return under sub-
section (1), shall pay to the credit of the