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GST rates impasse: Centre, states trust deficit widens
With both the Centre and states hardening their stance, time is fast running out for the GST council to finalize the rates amid govt’s bid to implement the tax reform from 1 April
 
 
 
[image: Union finance minister Arun Jaitley, during a media briefing last week, defended the government’s proposal of a multi-tiered rate structure and a cess. Pradeep Gaur/Mint]
Union finance minister Arun Jaitley, during a media briefing last week, defended the government’s proposal of a multi-tiered rate structure and a cess. Pradeep Gaur/Mint
New Delhi: In an indication of the growing trust deficit between the Centre and the states ahead of the crucial meeting of the Goods and Services Tax council on 3-4 November, both sides are hardening their stand on the tax rates and structure under this ambitious tax reform.
Over the past one week, both sides have sparred in the media to reiterate their rigid stance on the tax rates and slabs.
While last week Union finance minister Arun Jaitley met editors of prominent publications and television channels on GST over a cup of tea and followed it up with a Facebook post last week defending the government’s proposal of a multi-tiered rate structure and a cess, Kerala finance minister Thomas Isaac wrote about his misgivings on the Centre’s proposal in a column in the Indian Express (please use the link of the column here).
The Centre has proposed a multi-rate structure wherein gold will be taxed at 4% and the rest of the items at a tax rate of 6%, 12%, 18% and 26%. It has also proposed to levy an additional cess over and above 26% on demerit items like tobacco, luxury cars and aerated drinks and use these proceeds to pay compensation to states for the revenue losses arising due to GST, if any.
Jaitley in his post batted for “continuation of existing levies as cess for a period of five years before subsuming them as tax. This would include clean energy cess and cesses on luxury items and tobacco products, which in any case, presently also pay levy higher than 26%. This would ensure no additional burden on the tax payer and yet be able to compensate the losing states.”
It is this cess as well as the highest slab of 26% that has emerged as the point of contention between the centre and the states. States are opposing the levy of cess arguing that the centre cannot deprive states of their rightful share of GST revenues and then use that amount to pay them compensation. They are also favouring a higher slab of around 28-30% arguing that items like consumer durable are already taxed at 27-34%.
“The most controversial is the upper rate of 26%. The commodities included in the higher bracket currently suffer 14.5% VAT (value added tax) and it makes no sense to reduce the SGST (state GST) to 13%. Besides, these commodities suffer Central excise duty of 16% and above; commodities such as SUVs attract excise rate as high as 34%. There are other taxes currently subsumed under the GST such as octroi, entry tax, cesses and service tax. Besides, one has also got to account for the cascading impact of tax prevalent in the existing system. The logic of reducing the tax incidence on consumer durables and demerit goods to 26% makes the GST severely regressive,” Isaac wrote in the Indian Express voting for the 26% rate to be increased to 28%.
“The chief economic adviser’s report had recommended the demerit goods rate of 40 per cent. It should be reintroduced in the structure and the states should be given flexibility in determining the demerit goods,” he added.
Isaac also strongly opposed the Centre’s proposal to levy a cess compensate states.
“The upper rate has been pegged at a lower rate so that the Central government has the option to impose the cess as and when necessary — of course, with the concurrence of the GST Council. This is not acceptable to the states. They are being deprived of their legitimate revenue so that compensation can be mobilized by the Centre,” he said.
The sharing of administrative powers between the centre and the states is also back on the drawing board with both sides unable to arrive at a consensus on how to share dealers.
With both sides maintaining their hard stance, it will now be a race against time for the GST council to finalize the tax rates as well as the supporting legislations within the next three weeks. The government is targeting to implement GST from 1 April 2017 but for that has to get the central GST law and the integrated GST law passed in the upcoming winter session of Parliament.

Empower states to administer GST: HD Deve Gowda to Narendra Modi
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 HD Deve Gowda
Bengaluru: Former PM H.D. Deve Gowda shot off a letter to Prime Minister Narendra Modi on Sunday demanding that the Centre  empower state governments to administer the Goods and Service Tax (GST) as against the Central Excise department taking over all responsibilities of the state government’s  Commercial Tax department.
In a letter to Mr Modi, Mr Gowda said, “The Prime Minister needs to foster the principles of true federalism and bolster fiscal autonomy of each state in the country. Therefore, the Union government must desist from entrusting complete responsibility of GST to the Central Excise Department (CED).
“This move will certainly cause a colossal loss of revenue due inherent weakness of the CED in terms of insufficient and inexperienced manpower, lack of e-logistics, and lack of knowledge of local language. This has been proved beyond doubt during the 10-year Service Tax regime, which is still struggling to achieve its full potential.”
According to him, the Commercial Tax departments in states have enough experience and have not only been administering goods but also services. “These departments are efficient in terms of their geography, language and pecuniary coverage of the assesses.
As a result of this, entrusting a larger role to Commercial Tax department in states is the only way to protect the expanding avenues of revenue which is badly needed for state welfare and infrastructural norms,” the former PM said.

Disclaimer: The news in the GST Corner is purely according to the information available in public domain and does not necessarily reflect the views of ICSI. Any person wishing to act on the basis of this document should do so only after cross checking with the original source.
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