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Input tax credit to benefit
goods, offset rise in tax on

services

GST Council harmonises tax slabs to minimise the

transitional impact
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Rates largely unchanged for manufacturing; in services, input tax credit to offset

higher burden

GST has moved a step closer to reality with clarity on tax rates for most goods and services. Addressing the concerns
raised by industry participants and associations, the GST Council has managed to minimise the transitional impact
on most sectors.

For most manufacturing goods, the finalised GST rates are largely in line with the pre-GST effective tax incidences,
so the taxation impact is largely neutral.

In sectors such as consumer durables, construction material and fast moving consumer goods (FMCG), the GST
rates will be marginally different. However, for players having higher incidence of CST at present, the saving under
the new tax regime will be to the tune of 2%. For segments under FMCG, the effective tax saving will differ across
states due to a wide variation in value added tax (VAT) rates. The tax saving will be relatively higher in automobiles
sector, specifically sports utility vehicles (SUVSs), as the tax incidence will reduce from the current effective tax rate
of 55.3% to 43% (28% GST + 15% cess). For all other segments of automobiles, tax incidence is marginally better
compared with the previous effective rates.

The rates on many services are also largely in line with the current effective incidences, taking into account the pre-
GST abatements, barring a few services.

Services such as telecom, financial service, and air travel for passengers in business class will now attract an
additional burden of 3%, though the benefit of input tax credit due to amalgamation of taxes will dilute the impact. Air
travel for passengers in business class, factoring 40% abatement, had an effective tax rate of 9%, which would be
12% post-GST. However, given input tax credit and the fact that business class air travellers are less price elastic,
the higher tax incidence may not materially impact demand.

Input tax credit, being the crux of GST mechanism, will ensure wider coverage of tax payers in the supply chain. As
supply from registered taxpayers only will be allowed for input tax credit, businesses and stakeholders will insist on
registration of their suppliers and traders — leading to increase in the share of organised participants. Furthermore,
suppliers failing to comply with the timelines of GST returns will have an impact on their compliance rating.

In the initial discussions on GST, the Council had suggested only two tax brackets for services, viz. 12% and 18%.
However, the finalised rate structure classifies services across 5%, 12%, 18% and 28%. CRISIL Research believes
that, though the four tax rates for services has surprised industry participants, the finalised GST rates on many
services were close to current effective incidences taking into account the pre GST abatements. Accordingly, services
such as airlines (economy class travel), air-conditioned railway travel and restaurant services will have only marginal
benefits. For instance, the air travel for passengers on an economy class, factoring 60% abatement, had an effective
tax rate of 6%, which would be 5% post GST.

In case of hospitality industry, while the tax impact on major segments remains similar to pre GST taxes, hotels with
room rent of above Rs 5,000 will face a burden due to additional tax impact as it has been classified at 28%.
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As far as entertainment tax is concerned, though the finalised GST rate of 28% is lower than the pre-GST tax of more

than 30% (tax varies widely across states), exclusion of entertainment tax imposed by local bodies under GST

remains a worry for industry participants.

GST impact on goods and services

Impact on key services

Among key services, telecom, financial services, hotels, and air travel on business class will bear higher tax

incidence. However, input tax credit will offset this burden somewhat.

Segment

Telecom

Financial Services

Transport of passenger by air in other economy class (business class)
Hotels for room rent above Rs 5,000

Transport of passenger by rail

Transport of passenger by air in economy class

Transport of passengers in radio taxi

Transport of goods by rail

Entertainment

Note: #tax varies widely across states

*local body taxes are not subsumed under GST, can be charged over and above GST

Pre GST

15%
15%
9%
19.0%"
4.5%
6%

6%

5%
30%#

"Maharashtra service tax of 9% (factoring 40% abatement) + luxury tax of 10%

Impact on major goods

Post GST

18%
18%
12%
28%
5%
5%
5%
5%
28%*

% change

-3%
-3%
-3%
-9%
-1%

1%

1%
-1%
-2%

A few segments of automobile and FMCG would witness positive impact due to lower tax incidence compared with

the total tax paid pre-GST.

e Automobiles
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Two/ three wheelers 12.5% 2.0% 13.5% 30.2%
Small Cars (length < 4m) 125% 2.0% 13.5% 1.0% 30.2%
Mid Segment Cars 24.0% 2.0% 13.5% 4.0% 47.3%
Large Cars (engine > 1500 cc) 27.0% 2.0% 135% 4.0% 1.0% 49.0%
Sports Utility Vehicles 30.0% 2.0% 13.5% 4.0% 1.0% 55.3%
Commercial vehicles 12.5% 2.0% 13.5% 30.2%

GST

28.0%
28.0%
28.0%
28.0%
28.0%
28.0%

Cess

0.0%
1.0%
15.0%
15.0%
15.0%
0.0%
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Effective GST
Change

28.0% 2.2%
29.0% 1.2%
43.0% 4.3%
43.0% 6.0%
43.0% 12.3%
28.0% 2.2%

Note: * VAT rates vary across states; luxury cess of 1% is tax collected at source for cars whose ex-showroom prices are more

than Rs 1 million

e Consumer durables

Segment Excise VAT* Total pre GST rate

White goods 12.5% 13.5% 27.7%

Note: * VAT rates vary across states

e Construction material

Segment Excise VAT* Total pre GST rate
Cement 12.5% 13.5% 27.7%
Steel 12.5% 5.0% 18.1%

Note: * VAT rates vary across states

e FMCG
Segment Excise VAT*
Soap 12.5% 13.5%
Shampoos 12.5% 13.5%
Pastries and cakes” 6.0% 6.0%
Waffles and wafers coated with chocolate” 12.5% 6.0%
Milk 0.0% 0.0%
Ghee 0.0% 13.5%
Butter 0.0% 13.5%
Hair OIl 12.5% 13.5%

Note: * VAT rates vary across States; * Wide difference in State VAT rates

Effective GST
28.0%

Effective GST
28.0%
18.0%

Total pre GST rate

27.7%
27.7%
12.4%
19.3%
0.0%
13.5%
13.5%
27.7%

Effective
GST
18.0%
28.0%
18.0%
28.0%
0.0%
12.0%
12.0%
18.0%

Change
-0.3%

Change
-0.3%
0.1%

Change

9.7%
-0.3%
-5.6%
-8.7%
0.0%
1.5%
1.5%
9.7%
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About CRISIL Limited

CRISIL is a global, agile and innovative analytics company driven by its mission of making markets function better. We are India’ s
foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of innovation and global
footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics and data
to the capital and commodity markets worldwide.

For more information, visit www.crisil.com

About CRISIL Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the Indian
economy, industry, capital markets and companies. We also conduct training programs to financial sector professionals on a wide array
of technical issues. We are India's most credible provider of economy and industry research. Our industry research covers 86 sectors
and is known for its rich insights and perspectives. Our analysis is supported by inputs from our network of more than 5,000 primary
sources, including industry experts, industry associations and trade channels. We play a key role in India's fixed income markets. We
are the largest provider of valuation of fixed income securities to the mutual fund, insurance and banking industries in the country.
We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered independent
equity research in India, and are today the country's largest independent equity research house. Our defining trait is the ability to
convert information and data into expert judgments and forecasts with complete objectivity. We leverage our deep understanding of
the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our
talent pool comprises economists, sector experts, company analysts and information management specialists.

CRISIL Privacy Notice

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request and
service your account and to provide you with additional information from CRISIL and other parts of S&P Global Inc. and its subsidiaries
(collectively, the “Company” ) you may find of interest.

For further information, or to let us know your preferences with respect to receiving marketing materials, please visit
http://www.crisil.com/privacy. You can view the Company’ s Customer Privacy at https://www.spglobal.com/privacy.

Last updated: April 2016

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information
obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the accuracy, adequacy or
completeness of the Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data
/ Report. This Report is not a recommendation to invest / disinvest in any company covered in the Report. CRISIL especially states that
it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates
independently of, and does not have access to information obtained by CRISIL' s Ratings Division / CRISIL Risk and Infrastructure
Solutions Limited (CRIS), which may, in their regular operations, obtain information of a confidential nature. The views expressed in
this Report are that of CRISIL Research and not of CRISIL' s Ratings Division / CRIS. No part of this Report may be published /
reproduced in any form without CRISIL" s prior written approval.
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