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An announcement was made by Shri P Chidambaram, the then Union Finance Minister in
the Central Budget (2007-2008) to the effect that GST would be introduced from April 1, 2010
and that the Empowered Committee of State Finance Ministers, on his request, would work with
the Central Government to prepare a road map for introduction of GST in India, After this
announcement, the Empowered Committee of State Finance Ministers decided to set up a Joint
Working Group (May 10, 2007), with the then Adviser to the Union Finance Minister and the
Member Secretary of Empowered Committee as Co-convenors and the concerned Joint
Secretaries of the Department of Revenue of Union Finance Ministry and all Finance Secretanes
of the States as its members. This Joint working group, after intensive internal discussions as
well as interaction with experts and representatives of Chambers of Commerce and Industry,

submitted its report to the Empowered Committee (November 19, 2007).

This report was then discussed in detail in the meeting of Empowered Committee
(November 28, 2007). On the basis of this discussion and wrillen observations of the States,
certain modifications were made and a final version of the views of Empowered Committee at
that stage was prepared and was sent to the Government of India (April 30,2008). The comments
of the Government of India were received on December 12, 2008 and were duly considered by
the Empowered Committee (December 16, 2008). It was decided that a committee of Principal
Secretaries/Secretaries of Finance/Taxation and Commissioners of Trade Taxes of the States
would be set up to consider these comments, and submit their views. These views were
submitted and were accepled in principle by the Empowered Committee (January 21, 2009).
Consequent upon this in-principle acceptance, a Working Group, consisting of the concerned
officials of the state Governments was formed who, in close association with senior
representatives of the Government of India submitted their recommendations in detail on the

structure of GST. An important interaction has also recently taken place between Shri Pranab
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structure of GST. An important interaction has also recently taken place between Shri Pranab |
Mukherjee, the Union Finance Minister and the Empowered Committee (October 19,2009) on l
the related issue of compensation for loss of the states on account of phasing out of CST. The
empowered commitlee as now taken a detailed view on the recommendations of the Working
Group of officials and other related matters. This detailed view of the Empowered Committee on
the structure of GST is now presented in terms of the First Discussion Paper, along with an
Annexure on Frequently Asked Questions and Answers on GST, for discussions with industry,

trade, agriculture and people at large.

According to the World Bank (2015), over 160 countries have some form of value added
tax (VAT), which is what the GST is. But the ambition of the Indian GST experiment is revealed
by a comparison with the other large federal systems—European Union, Canada, Brazil,
Indonesia, China and Australia--that have a VAT (the United States does not have a VAT).

i As Table | highlights, most of them face serious challenges. They are either overly centralized,
depriving the sub-federal levels of fiscal autonomy (Australia, Germany, and Austria); or where
there is a dual structure, they are either administered independently creating too many

differences in tax bases and rates that weaken compliance and make inter-state transactions |

difficult to tax (Brazil, Russia and Argentina); or administered with a modicum of coordination !
which minimizes these disadvantages (Canada and India today) but does not do away with them.

{Source: Report on the Revenue Neutral Rate and Structure of Rates for GST)
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Table 1: Comparison of Federal VAT Svstemns

Nature of VAT Country Examples Disadvantages
Independent VATs at Centre  Brazil. Russia. Argentina Dhfferences i base and rates
and States weaken admunistration and

compliance. luter-state
transactions difficult to
manags.

VAT levied and admunistered  Australia. Germany. Austrif,  State govermment reheved of

at Centre Switzerland, etc, responsibility of raising taxes
which also takes away fiscal
discretion of States

Dual VAT Canada and India today A combination of the above

two and hence limuats bath
their disadvantages

“Clean”™ dual VAT India’s GST Comunoen base and common
or similar rates facilitate
administratien and
compliance. mcluding for
mter-stale transactions . while
contiunung to provide some
fiscal autonomy to States

Source: World Bl (2015)

The Constitution (One Hundred and Twenty-Second Amendment) Bill, 2014 was
introduced in the Lok Sabha on December 19, 2014 by the Minister of Finance, Mr. Arun Jaitley.
The Bill seeks to amend the Constitution to introduce the goods and services tax (GST).
Consequently, the GST subsumes various central indirect taxes including the Central Excise
Duty, Countervailing Duty, Service Tax, ete. It also subsumes state value added tax, octroi and
entry tax, luxury tax, etc, The Bill inserts a new Article in the Constitutionto give the central and
state governments the concurrent power to make laws on the taxation of goods and services.
However, only the centre may levy and collect GST on supplies in the course of inter-state trade
or commerce. The tax collected would be divided between the centre and the states in a manner
to be provided by Parliament, by law, on the recommendations of the GST Council. The
President must constitute a Goods and Services Tax Council within sixty days of this Act coming
into force. The GST Council aim to develop a harmonized national market of goods and services.

The GST Council is to consist of the following three members: (i} the Union Finance Minister
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(as Chairman), (ii) the Union Minister of State in charge of Revenue or Finance, and (iii) the
Minister in charge of Finance or Taxation or any other, nominated by each state government.
These include making recommendations on: (i) taxes, cesses, and surcharges levied by the
centre, states and local bodies which may be subsumed in the GST; (ii) goods and services which
may be subjected to or exempted from GST; (iii) model GST laws, principles of levy,
apportionment of IGST and principles that govern the place of supply; (iv) the threshold limit of
turnover below which goods and services may be exempted from GST; (v) rates including floor
rates with bands of GST; (vi) special rates to raise additional resources during any natural
calamity; (vii) special provision with respect to Arunachal Pradesh, Jammu and Kashmir,
Manipur, Meghalaya, Mizoram, Nagaland, Sikkim, Tripura, Himachal Pradesh and Uttarakhand;
and (viii} any other matters. The GST Council may decide upon the modalities for the resolution
of disputes arising out of its recommendations. The Constitution imposes certain restrictions on
states on the imposition of tax on the sale or purchase of goods. The Bill amends this provision
to restrict the imposition of tax on the supply of goods and services and not on its sale. An
additional tax (not to exceed 1%) on the supply of goods in the course of inter-state trade or
commerce would be levied and collected by the centre. Such additional tax shall be assigned to
the states for two years, or as recommended by the GST Council. Parliament may, by law,
provide for compensation to states for revenue losses arising out of the implementation of the
GST, on the GST Council’s recommendations. This would be up to a five year period. Alcoholic
liguor for human consumption is exempted from the purview of the GST. Further, the GST
Council is to decide when GST would be levied on: (i) petroleum crude, (ii) high speed diesel,

(iii) motor spirit {petrol). (iv) natural gas, and (v) aviation turbine fuel.
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