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GSTV/S VAT

Dr. Pareshkumar U. Mordhara
Lecturer,
B. ). Vanijya Mahavidyalaya (BJVM), Vallabh Vidyanagar

Abstract

The tax reform measures aimed at increasing resource mobilization, i.e, revenue buoyancy and removing
anomalies and distortions in the country’s tax structure through restructuring, simplification and
rationalization of taxes; tax compliance both direct and indirect. Before the introduction of VAT and GST.
Sales Tax System was followed in the county. But due to limitation like lacks transparency, double taxation,
tax evasion and many loopholes, Sales Tax was replaced by VAT. In the present scenario the complicated
tax system in India with multiple rates is one of the most difficult issues investors and industry face. The
new uniform tax rate aims to attract investors as well as create lower tax burdens for manufacturing firms
and final consumers in India. Introduction, of GST would be a 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%.This paper is about how VAT is different rrom
GST. It also about the point of difference between Central Sales Tax, (CST) and VAT.

Keywords : Tax Reforms, Tax Structure, CST, VAT, GST

Introduction;

Following the crisis of early 1990s, fiscal reforms
were launched. Such reforms aimed at improving
efficiency, production, and competitiveness of
Indian industries and imparting dynamism to the
overall growth process. In, 1991, the Government
set up the Tax Reforms Committee under the
Chairmanship of Raja J. Chelliah to examine the
then tax structure of the country and suggest
appropriate changes therein. In its report
submitted to the Government in January 1993, it
has made several recommendations for
reforming India’s tax structure.

The Committee has suggested far-reaching
changes in the tax system with a two-foid
objective:

(i) To remove the present defects, and

(ii) To make it more productive (i.e, to make it
more efficient from the revenue-raising point of
view).

The Committee suggested that the tax system of
the country and laws relating to taxes should be
made as simple as possible (so that people

VOLOUME : 1 ISSUE: 4

understand the tax system better and make
voluntary contributions to the Exchequer).

Value Added Tax (VAT)

Itis a multi-stage tax levied at each stage of
the value addition chain, with a provision to
allow input tax credit (ITC) on tax paid at an
earlier stage, which can be appropriated against
the VAT liability on subsequent sale. VAT is
intended to tax every stage of sale where
some value is added to raw materiais, but
taxpayers will receive credit for tax already
paid on procurement stages. Thus, VAT is
without the problem of double taxation as
prevalent in the earlier Sales tax laws. In the
earlier sales tax structure tax is not levied on all
the stages of value addition or sales and
distribution channel which means the margins
of distributors/ dealers/ retailers at large not
subject to sales tax earlier.

Characteristics Of Value Added Tax (VAT)

The main characteristics of value added tax
(VAT) are stated as follows:

1. VAT is a form of indirect taxation.
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2 VAT is a broad-based tax as it covers the value
added to each commodity by a firm during all
stages of production and distribution.

3. VAT i1s based on value added principle. Value
added can be obtained either by adding
payments to factors of production (ie. |,
wages+rent+interest+profit) or deducting cost of
inputs from sales revenue.

4. VAT is a substitute for sales tax, hotel tax.
contract tax and entertainment tax.

5. VAT is hased on self-assessment system and
provides the facility of tax credit and tax refund,
6. VAT avoids cascading effect existed in sales tax
and contains catch-up effect.

In a nutshell, VAT is an indirect tax that is
imposed on different goods and services on the
basis of value added amount in different stages of
production and distribution.

Difference between CST and VAT

Basis for Central Sales

Tax {CST) ol

Comparison

Tax charged | VAT is a tax
on the total | charged at each
value of the | level of the
commodity, | production and
Meaning when the | distribution

sale takes | chain whenever

place is | the wvalue s
known as | added to the
Sales Tax. product.

Single point

Nature " Multi point tax
ax
. Can _ _be | Cannot be
Tax Evasion bl bl
possible possible
Cascading
. Yes No
| effect

"Levied on Total Value The Value Added

Proper accounts
should he
maintained as it

Requires less
| effort

| Account because it is |

) ) is

[ maintenance | simple and :

comprehensive

easy to

and complex to

calculate.

calculate.

Falls on the . .
Rationalized.

I Tax Burden
| consumer
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Goods and Service Tax

“GST is a tax on goods and services wW .
addition at each stage having comprehensive
and continuous chain of set of benefits from
the producer’s / service provider’s point up to
the retailers level where only the final consumer
should bear the tax.”

Let us assume that there is a product which has a
price of Rs. 100. Now there is an excise duty
which needs to be paid on such amount @ 12%.
VAT is required to be paid @12.5%. Assuming
the rates of CGST and SGST as 10%. Now the tax
as per the present tax structure would be Rs
100+12+14 = Rs. 126. While in case of GST it
would be Rs, 100+10+10 = Rs, 120, Now here the
basic and the most important difference are

ith value

described. In present tax structure, we pay VAT
on the total amount inciuding Excise duty. But in
the GST, it would be on the basic amount only
and not on tax. So the biggest advantage is that it
would remove cascading effect/double taxation.

Objectives of GST

e One Country- One Tax

e Consumption based tax instead of
Manufacturing

o Uniform GST Reeistration, pavmen! and

e To eliminate the cascading effect of Indirect

taxes an single transaction

o  Subsume all indirect taxes at Centre and
State Level under

=  Reduce tax evasion and corruption

o Increase productivity

e Increase Tax to GDP Ratio and revenue
surplus

s Increase Compliance

o Reducing economic distortions
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Key features of the proposed GST model:-

1. Dual Goods and Service Tax : CGST and
SGST
2 Inter-Stale Transactions and the IGST

Mechanism: The Centre would levy and
collect the Integrated Goods and Services Tax
(1GST) on all inter-State supply of goods and
services. The IGST mechanism has been
designed to ensure seamless flow of input tax
credit from one State to another. The inter-
State seller would pay IGST on the sale of his
goods to the Central Government after
adjusting credit of IGST, CGST and SGST on
his purchases (in that order). The exporting
State will transfer to the Centre the credit of
SGST used in payment of IGST. The importing
dealer will claim credit of 1GST while
discharging his output tax liability (both
CGST and SGST) in his own State. The Centre
will transfer to the importing State the credit
of [GST used in payment of SGST.
Destination-Based Consumption Tax:GST
will be a destination-based tax. This implies

services.Import of poods will be subject to
hasic customs duty and 1GST

Maintenance of Records @ A taxpayer or
exporter would have to maintain separate
details in  books of account  for
availment, utilization or refund of Input Tax

Credit of CGST, SGST and IGST.

10. Administration of GST : Administration of

GST will be the responsibility of the GST
Council , which will be the apex policy
making body of the GST. Members of GST
Council comprised of the Central and State
ministers in charge of the finance portfolic

11. Goods and Service Tax Council: The GST

Council will be a joint forum of the Centre
and the States. The Council will make
recommendations to the Union and the
States on important issues like tax rates,
exemption list, threshold limits, etc. One-half
of the total number of Members of the
Council will constitute the quorum of GST

council.

that all SGST collected will ordinarily accrue GST Current Tax Structure and proposed GST
to the State where the consumer of the goods Regime
or services sold resides. Pont of Present GST Regime
Computation of GST on the basis of Comparison Regime
invoice credit method: The liability under There are
the GST will be invoice credit method separate
. = o There will be
ie. cenvat credit will be allowed on the laws  for
. s . only one such
basis of invoice issued by the suppliers. separate ) i b
payment of GST: The CGST and SGST are to vy, Bar | SECC
I GST shall
be paid to the accounts of the central and Broad scheme | e.g. Central
. . subsume
states respectively. . - _Excise Act,—| — -
Goods and Services Tax Network (GSTN) 1944, various t?l?es
‘A not-for-profit, Non-Government Company respective =3 SpReingd
called Goods and Services Tax Network State VAT above.
(GSTN), jointly set up by the Central and laws. |
State Governments will provide shared IT There are _‘
infrastructure and services to the Central separate There will be
and State Governments, tax payers and other rates. For | one CGST rate
stakeholders. P eg. Excise |and a uniform
Input tax credit (ITC) set off: ITC for CGST axrates 1236 9% | rate of SGST
& SGST will be taken for taxes allowed and across all
against central and state respectively. Service states.
8. GST on Imports : Centre will levy IGST on Tax 14%.
inter-State  supply  of goods  and
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| Cascading This “This situatinnw
| offect Prohlem will not arise
arises as CST concept
i because is being
| credit  of | eliminated
F CST and | with
many introduction of
other taxes | IGST.
not
allowed.
Under this, tax
burden is
expected to
Under reduce  since
present all taxes are
scenario, integrated
i Tax burden tax burden | which make it
: on tax | possible the
payer is | burden to be
| high. split equitably
\ between
manufacturing
and services
Due to
presence As GST
of mechanism
cascading removes such
Cost  Burden | effect, effect by
on Consumers | certain providing
taxes credit, cost
become burden is
part of | reduced.
cost.
_ | At present, | Both  Centre

there is no | and State are
such vested with
power to | the power to
Concurrent both make law on
Power Centre and | GST by virtue
State on | oi  proposed
same Article 246A of
subject tax | the
matter Constitution
Tax Tax
. complianc compliance
Ccmpliance .
e is | would be
complex easier as only
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S

l\Lr(-;’;li'wf‘ of
multiplicit

y of laws
and  their
provisicns
to be

followed.

L

one law

subsuming

ather taxes
need to be
followed

—
GST is to be

levied only at

Presently,

tax is | final

levied at | destination of

two stages consumptior
Transparent in broad |and not at
Tax manner i.e. | various points.
Administratio 1. When | This brings
n product , more

moves out | transparency

of factory. and corruption

2. At retail | free tax

outlet. administration
Conclusion

Presently, the tax structure of India is very
complex. Looking to the global developments and
tax structure of developed countries, GST is the
need of the hour. GST Largest Revolution in
Indirect Taxation - One Country One tax. The
present indirect tax structure have lot of
shortcomings and loopholes left holes which
helps the person to take the advantage of the
same and run out of the tax liability. Shifting to
the GST would lead to transparency in the system
~ and reduce the corruption
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