
 

GOODS AND SERVICES TAX 

Historical Background 

In the year 2000, the then Prime Minister mooted the concept of GST and set up a 

committee to design a Goods and Services Tax (GST) model for the country. In 2003, the 

Central Government formed a task force under Vijay Kelkar, which in 2004 strongly 

recommended fully integrated ‘GST’ on national basis. 

Subsequently, the then Union Finance Minister, Shri P. Chidambaram, while presenting the 

Union Budget (2006-2007), announced that GST would be introduced from April 1, 2010. 

Since then, GST missed several deadlines  and continued to be shrouded by the clouds of 

uncertainty. 

The talks of ushering in GST, however, gained momentum in the year 2014 when the NDA 

Government tabled the Constitution (122nd Amendment) Bill, 2014 on GST in the 

Parliament on 19th December,2014.  The Lok Sabha passed the Bill on 6th May, 2015 

and Rajya Sabha on 3rd August, 2016. Subsequent to ratification of the Bill by more than 

50% of the States, Constitution (122nd Amendment) Bill, 2014 received the assent of the 

President on 8th September, 2016 and became Constitution (101st Amendment) Act, 2016, 

which paved the way for introduction of GST in India. 

In the following year, on 27th March, 2017, the Central GST legislations - Central Goods 

and Services Tax Bill, 2017, Integrated Goods and Services Tax Bill, 2017, Union 

Territory Goods and Services Tax Bill, 2017 and Goods and Services Tax (Compensation 

to States) Bill, 2017 were introduced in Lok Sabha. Lok Sabha passed these bills on 29th 

March, 2017 and with the receipt of the President’s assent on 12th April, 2017, the Bills were 

enacted.  

GST is a path breaking indirect tax reform which attempts to create a common national 

market. GST has subsumed multiple indirect taxes like excise duty, service tax, VAT, CST, 

luxury tax,  entertainment tax, entry tax,  etc. 

VAT and GST are often used inter-changeably as the latter denotes comprehensiveness of 

VAT by coverage of goods and services. France was the first country to implement 

VAT/GST in 1954. Presently, more than 160 countries have implemented VAT/GST in some 

form or the other because this tax has the capacity to raise revenue in the most transparent 

and neutral manner. Most of the countries follow unified GST i.e., a single tax applicable 

throughout the country. However, in federal polities like Brazil and Canada, a dual GST 

system is prevalent. Under dual system, GST is levied by both the federal and the State 

Governments. India, too, has adopted a dual GST. 

 

 



 

 

Concept of GST 

GST is a value added tax levied on manufacture, sale and consumption of goods and 

services. It offers comprehensive and continuous chain of tax credits from the producer's 

point/service provider's point upto the retailer's level/consumer’s level thereby taxing only 

the value added at each stage of supply chain. 

The supplier at each stage is permitted to avail credit of GST paid on the purchase of 

goods and/or services and can set off this credit against the GST payable on the supply of 

goods and services to be made by him.  

Thus, only the final consumer bears the GST charged by the last supplier in the supply 

chain, with set-off benefits at all the previous stages. Since, only the value added at each 

stage is taxed under GST, there is no tax on tax or cascading of taxes under GST system. 

GST does not differentiate between goods and services and thus, the two are taxed at a 

single rate. 

RELEVANT DEFINITIONS 

Goods: means every kind of movable property other than money and securities but 

includes actionable claim, growing crops, grass and things attached to or forming part of 

the land which are agreed to be severed before supply or under a contract of supply. [Sec. 

2(52) of CGST Act]. 

Competent authority: means such authority as may be notified by the Government 

[Section 2(29) of the CGST Act]. 

Family: means, - 

(i) the spouse and children of the person, and 

(ii) the parents, grand-parents, brothers and sisters of the person if they are wholly or 

mainly dependent on the said person [Section 2(49)  of the CGST Act]. 

Government: means the Central Government [Section 2(53) of the CGST Act].  

Local authority: means- 

(a) a “Panchayat” as defined in clause (d) of article 243 of the Constitution. 

(b) a “Municipality” as defined in clause (e) of article 243P of the Constitution. 

(c) a Municipal Committee, a Zilla Parishad, a District Board, and any other authority 

legally entitled to, or entrusted by the Central Government or any State Government with 

the control or management of a municipal or local fund. 



(d) a Cantonment Board as defined in section 3 of the Cantonments Act, 2006. 

(e) a Regional Council or a District Council constituted under the Sixth Schedule to the 

Constitution. 

(f) a Development Board constituted under article 371 and article 371J of the Constitution. 

(g) a Regional Council constituted under article 371A of the Constitution [Section 2(69) of 

the CGST Act]. 

Business, includes- Section 2(17) of CGST Act]. 

any trade, commerce, manufacture, profession, vocation, adventure, wager or any other 

similar activity, whether or not it is for a pecuniary benefit;  

any activity or transaction in connection with or incidental or ancillary to sub-clause (a); 

any activity or transaction in the nature of sub-clause (a), whether or not there is volume, 

frequency, continuity or regularity of such transaction; 

supply or acquisition of goods including capital goods and services in connection with 

commencement or closure of business; 

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; 

admission, for a consideration, of persons to any premises; 

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; 

services provided by a race club by way of totalisator or a licence to book maker in such 

club ; and 

any activity or transaction undertaken by the Central Government, a State Government or 

any local authority in which they are engaged as public authorities;  

Consideration: in relation to the supply of goods or services or both includes:  

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 or services or both, whether by 

the recipient or by any other person but shall not include any subsidy given by the Central 

Government or a State Government, the monetary value of any act or forbearance, in 

respect of, in response to, or for the inducement of, the supply of goods or services or 

both, whether by the recipient or by any other person but shall not include any subsidy 

given by the Central Government or a State Government. 

However, a deposit given in respect of the supply of goods or services or both shall not be 

considered as payment made for such supply unless  the supplier applies such deposit as 

consideration for the said supply. [Section 2(31) of CGST Act]. 



Actionable claim: means a claim to  any debt, other than  a  debt secured  by mortgage of 

immovable property or by hypothecation or pledge of movable property, or to any 

beneficial interest in movable property not in  the possession, either actual or constructive, 

of the claimant, which the civil courts recognise as affording grounds for relief, whether 

such debt or beneficial interest be existent, accruing, conditional or contingent [Section 

2(1) of CGST Act read with section 3 of the Transfer of Property Act, 1882].  

Manufacture: means processing of raw material or inputs in any manner  that results in 

emergence of a new product having a distinct name, character and use and the term 

“manufacturer” shall be  construed  accordingly [Section 2(72) of CGST Act].  

Money: means the Indian legal tender or any foreign currency, cheque, promissory note, 

bill of exchange, letter of credit, draft, pay order, traveller cheque, money order, postal or 

electronic remittance or any other instrument recognised by the Reserve Bank of India 

when used as a consideration to settle an obligation or exchange with Indian legal tender 

of another denomination but shall not include any currency that is held for its numismatic 

value [Section 2(75) of CGST Act]. 

Taxable supply: means a supply of goods or services or both which is leviable to tax 

under this Act [Section 2(108) of CGST Act]. 

Taxable territory: means the territory to which  the provisions of this  Act apply [Section 

2(109) of CGST Act]. 

Services: means anything other than goods, money and securities but includes activities 

relating to the use of money or its conversion by cash or by any other mode, from one 

form, currency or denomination, to another form, currency or denomination for which a 

separate consideration is charged. 

Explanation: For the removal of doubts, it is hereby clarified that the expression “services” 

includes facilitating or arranging transactions in securities [Section 2(102) of CGST Act].  

Supplier: in relation to any goods or services or both, shall mean the person supplying the 

said goods or services or both and shall include an agent acting as such on behalf of such 

supplier in relation to the goods or services or both supplied [Section 2(105) of CGST 

Act]. 

Person, includes-[Section 2(84) of CGST Act] 

an individual; 

a Hindu Undivided Family; 

a company; 

a firm; 

a Limited Liability Partnership; 



an association of persons or a body of individuals, whether incorporated or not, in India or 

outside India; 

any corporation established by or under any Central Act, State Act or Provincial Act or a 

Government company as defined in clause (45) of section 2 of the Companies Act, 2013;  

any body corporate incorporated by or under the laws of a country outside India;  

a co-operative society registered under any law relating to co-operative societies; 

a local authority; 

Central Government or a State Government; 

society as defined under the Societies Registration Act, 1860; 

trust; and 

every artificial juridical person, not falling within any of the above; 

 

Need for GST/Major Defects in the indirect tax regime before GST 

Under the earlier indirect tax regime, despite the introduction of the principle of 

taxation of value added in India – at the Central level in the form of CENVAT and   at 

the State level in the form of State VAT - its application always remained piecemeal 

and fragmented on account of the following reasons: 

• Double taxation of a transaction as both goods and services as  the distinction 

between goods and services was often blurred, e.g. software was liable to both 

VAT and service tax. 

• CENVAT did not include chain of value addition in the distributive trade below the 

stage of production. Similarly, in the State-level VAT, CENVAT load on the goods 

was not removed leading to the cascading of taxes. To illustrate, when the goods 

were manufactured and sold, both central excise duty (CENVAT) and State-Level 

VAT were levied. 

• Though CENVAT and State-Level VAT were essentially value added taxes, set off 

of one against the credit of another was not possible as CENVAT was a central 

levy and State-Level VAT was a State levy. 

• There were several taxes in the States, such as, Luxury Tax, Entertainment Tax, 

etc. which were not subsumed in the VAT. 

• VAT on goods was not integrated with tax on services, at the State level, to remove 

the cascading effect of service tax. With service sector being the fastest growing 

sector in the economy, the exclusion of services from  the  tax base of the States 

potentially eroded their tax- buoyancy. 

•  CST was another source of distortion in terms of its cascading nature since   it was 

non-VATABLE. Being an origin based tax, CST was also against one of the basic 



principles of consumption taxes that tax should accrue to the jurisdiction where 

consumption takes place. 

A comprehensive tax structure covering both goods and services viz. Goods and Services 

Tax (GST) addresses the above-mentioned problems. Simultaneous introduction of GST at 

both Centre and State levels has integrated taxes on goods and services for the purpose of 

set-off relief and ensures that both the cascading effects of CENVAT and service tax are 

removed and a continuous chain of set-off from the original producer’s point/ service 

provider’s point upto the retailer’s level/ consumer’s level is established.  

In the GST regime, the major indirect taxes have been subsumed in the ambit of GST. The 

erstwhile concepts of manufacture or sale of goods or rendering of services are no longer 

applicable since the tax is now levied on “Supply of Goods and/or services”.  

Framework of GST 

Dual GST: 

        India has adopted a Dual GST model in view of the federal structure  of  the country. 

Consequently, Centre and States simultaneously levy GST on taxable supply of goods or 

services or both which, takes place within a State or Union Territory. Thus, tax is imposed 

concurrently by the Centre and States, i.e. Centre and States simultaneously tax goods and 

services. Now, the Centre also has the power to tax intra-State sales & States are also 

empowered to tax services. GST extends to whole of India including the State of Jammu 

and Kashmir. 

CGST/SGST/UTGST/IGST 

GST is a destination based tax applicable on all transactions involving supply of goods and 

services for a consideration subject to exceptions thereof.  

GST in India comprises of Central Goods and Services Tax (CGST) - levied and collected 

by Central Government, State Goods and Services Tax (SGST)- levied and collected by 

State Governments/Union Territories with Legislatures  and  Union  Territory  Goods  and  

Services  Tax  (UTGST) - levied and collected by Union Territories without Legislatures, 

on intra-State supplies of taxable goods and/or services. 

Inter-State supplies of taxable goods and/or services are subject to Integrated Goods and 

Services Tax (IGST). IGST is the sum total of CGST and SGST/UTGST and is levied by 

Centre on all inter-State supplies. 

Legislative Framework 

There is single legislation – CGST Act, 2017 - for levying CGST. Similarly, Union 

Territories without Legislatures [Andaman and Nicobar Islands, Lakshadweep, Dadra and 

Nagar Haveli, Daman and Diu and Chandigarh] are governed by UTGST Act, 2017 for 

levying UTGST. States and Union territories with their own legislatures [Delhi and 

Puducherry] have their own GST legislation for levying SGST. 



Though there are multiple SGST legislations, the basic features of law, such as 

chargeability, definition of taxable event and taxable person, classification and valuation 

of goods and services, procedure for collection and levy of tax and the like are uniform in 

all the SGST legislations, as far as feasible. This is necessary to preserve the essence of 

dual GST. 

BENEFITS OF GST 

The significant benefits of GST are: 

• Creation of unified national market: GST aims to make India a common market 

with common tax rates and procedures and remove the economic barriers thus 

paving the way for an integrated economy at the national level.  

• Boost to ‘Make in India' initiative:  GST gives a  major boost to  the ‘Make in 

India' initiative of the Government of India by making goods and services produced 

in India competitive in the national as well as international  market.  This will create 

India as a ― Manufacturing hub. 

• Enhanced investment and employment: The subsuming of major Central and 

State taxes in GST, complete and comprehensive setoff of input tax on goods and 

services and phasing out of Central Sales Tax (CST) reduces the cost of locally 

manufactured goods and services and increases the competitiveness of Indian 

goods and services in the international market and thus, gives boost to 

investments and Indian exports. With a boost in exports and manufacturing 

activity, more employment is generated and GDP is increased. 

• Benefits to agriculture and Industry: GST has given more relief to industry, 

trade and agriculture through a more comprehensive and wider coverage of input 

tax set-off and service tax set-off, subsuming of several Central and State taxes in 

the GST and phasing out of CST. The transparent and complete chain of set-offs 

which results in widening of tax base and better tax compliance also leads to 

lowering of tax burden on an average dealer in industry, trade and agriculture. 

• Mitigation of ill effects of cascading: By subsuming most of the Central  and 

State taxes into a single tax and by allowing a set-off of prior-stage taxes for the 

transactions across the entire value chain, it helps in mitigating the ill effects of 

cascading, improving competitiveness and improving liquidity of the businesses. 

• Benefits to small traders and entrepreneurs: GST has increased the threshold 

for GST registration for small businesses. Further, single registration is needed in 

one State. Small businesses have also been provided the additional benefit of 

composition scheme. With the creation of a seamless national market across the 

country, small enterprises have an opportunity to expand their national footprint 

with minimal investment. 

 

GST COUNCIL: Art. 279A 

Article 279A of the Constitution empowers the President to constitute a joint forum of the 

Centre and States namely, Goods & Services Tax Council (GST Council).  



 The provisions relating to GST Council came into force on 12th September, 2016. 

President constituted the GST Council on 15th September, 2016. 

The GST Council shall consist of the following members, namely:— 

(a) the Union Finance Minister is the Chairperson; 

(b) the Union Minister of State in charge of Revenue or Finance is the Member;  

(c) the Minister in charge of Finance or Taxation or any other Minister nominated by each 

State Government are the Members. 

The Members of the GST Council referred to clause (c) above shall, as soon as may be, 

choose one amongst themselves to be the Vice- Chairperson of the Council for such period 

as they may decide. 

The GST Council shall make recommendations to the Union and the States on— 

(a) the taxes, cesses and surcharges levied by the Union, the States and the local bodies 

which may be subsumed in the goods and services tax; 

(b) the goods and services that may be subjected to, or exempted from the goods and 

services tax; 

(c) model Goods and Services Tax Laws, principles of levy, apportionment of Goods and 

Services Tax levied on supplies in the course of inter-State trade or commerce under 

article 269A and the principles that govern the place of supply; 

(d) the threshold limit of turnover below which goods and services may be exempted from 

goods and services tax; 

(e) the rates including floor rates with bands of goods and services tax;  

(f) any special rate or rates for a specified period, to raise additional resources during any 

natural calamity or disaster; 

(g) special provision with respect to the States of Arunachal Pradesh, Assam, Jammu and 

Kashmir, Manipur, Meghalaya, Mizoram, Nagaland, Sikkim, Tripura, Himachal Pradesh 

and Uttarakhand [Such States are referred as Special Category States]; and 

(h) any other matter relating to the goods and services tax, as the Council may decide.  

 GST Council shall recommend the date on which the goods and services tax be levied on 

petroleum crude, high speed diesel, motor spirit (commonly known as petrol), natural gas 

and aviation turbine fuel. 

 While discharging the functions conferred by this article, the GST Council shall be guided 

by the need for a harmonised structure of goods and services tax and for the development 

of a harmonised national market for goods and services. 



 One-half of the total number of Members of the GST Council shall constitute the quorum 

at its meetings. 

The GST Council shall  determine  the procedure in the performance of its functions.  

Every decision of the GST Council shall be taken at a meeting, by a majority of not less 

than three-fourths of the weighted votes of the members present and voting, in accordance 

with the following principles, namely: 

(a) the vote of the Central Government shall have a weightage of one-third of the total 

votes cast, and 

(b) the votes of all the State Governments taken together shall have a weightage of two-

thirds of the total votes cast, in that meeting. 

 No act or proceedings of the Goods and Services Tax Council shall be invalid merely by 

reason of— 

(a) any vacancy in, or any defect in, the constitution of the Council; or 

(b) any defect in the appointment of a person as a Member of the Council; or  

(c) any procedural irregularity of the Council not affecting  the  merits of the case.  

 

The Goods and Services Tax Council shall establish a mechanism to adjudicate any 

dispute — 

(a) between the Government of India and one or more States; or 

(b) between the Government of India and any  State or States on  one side and one or more 

other States on the other side; or 

(c) between two or more States, arising out of the recommendations of the Council or 

implementation thereof. 

Article 368 amended 

Article 368 has been amended to include Article 279A also within its purview. 

Consequently, at least two-thirds of the majority in each House of the Parliament and 

ratification by at least half of the States is specifically required to make any amendment in 

Article 279A relating to GST Council. 

 

 

 

 



 

 

 

 

 


