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ABSTRACT 

Tax is major source of revenue to government in India. Since from past two decades India tax 

system had a major reform in indirect tax. Goods and service tax is one of the biggest reform in 

India. The present scheme of indirect taxation has various short coming like the way it taxes 

input and output, bringing service under tax net which is not possible under VAT system. So in 

order to overcome the shortcoming of present taxation system, Goods and service tax in India is 

introduced. It Focus to improve the existing VAT system and tax system of India. Goods and 

service tax is value added tax to be implemented in India. It aim is to overcome the shortcoming 

of present tax system is to eliminate the cascading impact of taxes on production and distribution 

cost of goods and service. In this article, we have given introduction of tax and specifically focus 

on various type of indirect tax and also various shortcoming of present indirect tax system. Brief 

overview about goods and service tax (GST) and how it will overcome the present tax 

shortcoming, the tax that subsumed under GST. We have compared GST with present taxation 

system. 
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Introduction 

The present indirect tax system (VAT) in 

our country was introduced in the year 2005 

and 2006 in almost all the states. India has a 

well-developed tax structure with clear 

demonstration of authority between central 

and state governments and local bodies I.e. 

central government levy taxes on incomes 

except tax on agricultural income, which the 

state government can levy, customs duties, 

central exercise and services tax. 

State government levy’s taxes such as value- 

added tax (vat), stamp duty, state exercise, 

land revenue and professional taxes. Where 

local bodies are empowered to levy tax on 

properties, octroi and for utilities like water 

supply, drainages etc. due to the burden 

caused from the present tax system (tax on 

tax), the concept of GST was introduced.  

The reference to Goods and services tax in 

India was made in the year 2006 in the 

union budget by our former finance minister 

Mr. P Chidambaram. Which was to be 

actually implemented from 1st April 2010? 

But due to some reasons in the upper house, 

it was postponed from year to year. It is 

believed that GST will be implemented from 

the year 2016. The term GST is known as 

goods and service tax bill or GST bill, 

officially known as the constitution (one 

hundred and twenty- second amendment) 

bill, 2014.  

GST is a comprehensive indirect tax on 

manufacture, sale and consumption of goods 

and service throughout India. This system is 

more feasible than the present tax system as 

it indicates setoff of tax rather than tax on 

tax system. It replaces the taxes lived by the 

central and state government and provides 

for uniform tax structure throughout the 

country.  

The GST at the central and at the state level 

will give more relief to industry, trade, 

agriculture and consumers through a more 

comprehensive and wider coverage of input 

tax set-off and service tax set-off. A fee or a 

charge levied by a government on a product, 

income or any activity that generates 

revenue. Tax can be further classified as 

direct tax and indirect tax.  

Direct tax  

It is the tax levied directly on personal or 

corporate income this tax cannot be passed 

or shared on to other parties.  

Types of direct tax are:  



Airo International Research Journal                                      

Volume XIII, ISSN: 2320-3714 
September, 2017                                                                                           UGC Approval Number 63012 
Impact Factor 0.75 to 3.19 

1. Income tax  

2. Transfer tax  

3. Entitlement tax  

4. Property tax  

5. Capital gain tax  

Indirect tax  

Tax levied on the price of a good or service 

is called indirect tax these taxes are played 

on almost daily basic products and services. 

How does indirect tax works:  

Most consumable products are featured by 

indirect tax that is collected by the 

merchants and then paid to the government, 

and hence it is a indirect route of collecting 

tax. When it comes to consumers, they don’t 

think about the extra money they pay when 

purchasing goods and unaware that the 

money represents an indirect form of 

taxation.  

Literature Review  

Girish arg, (2014) studied “The concept 

and features of goods and services tax in 

India”, and found that GST is the 

compressive indirect tax reform in our 

country since independence. GST will create 

a single ,unified Indian market to make the 

economy stronger under the goods and 

services tax scheme, the taxation burden will 

be divided equally between manufacturing 

and services through a lower tax rate by 

increasing the tax base and minimizing 

exemptions.  

Syed ohd li aqvi, (2013) studied 

“challenges and  of goods and 

services in India “found that GST would 

eliminate the cascading impact of taxes on 

production and distribution of cost of goods 

and services where it would eliminate the 

concept of tax on tax and brings a new 

concept of tax system of setting off of tax 

which would in turn enhance GDP of the 

economy and reduce the transaction cost and 

unnecessary wastage, in turn reduce the 

corruption.  

Objectives  

1. T  study the present scheme of indirect 

taxation and its shortcoming  

2. To highlight the provision of new Act 

GST  

3. To do a comparative analysis of present 

tax system and GST  
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Methodology  

Over research work is done on base of 

secondary data collection for the study 

include the present VAT system provision of 

GST.  

Results and Discussion  

Overview of present tax system  

In the present taxation scheme of India, 

taxes are levied by the central and state 

government. The local authority such as 

municipality takes care of minor tax. The 

computation, levy and collection of tax are 

done by the department of revenue of 

finance minister (Wikipedia)  

On 1st April 2005, VAT was implemented 

in almost all state but some state didn’t 

implement VAT and still practice the old 

sale tax system. Central governments 

impose both direct and indirect tax and they 

are some tax which they cannot levy so 

those are taken responsibility by the state 

government.  

Central government levy income tax, custom 

duties, service tax, and central excise. State 

government can levy value added tax, stamp 

duty and land revenue and state excise. 

Local body is responsible for levy tax on 

water, property and shop etc. (Current

ffairs India, 2015)  

Comment  

The Present tax system is convenient to both 

tax payer and state. As tax is collected at the 

time of purchase and sale, collection of tax 

is easy. As tax are already added with price 

of commodity it become difficult to evade 

tax. Also poor people are exempted from 

direct tax. 

The indirect tax is regressive in nature and it 

also lead to increase in the price of 

commodity. When raw material is tax by 

government, it will increase the cost of 

production and price of commodity which 

will discourage the industry and also the 

customer buying behavior.  

Short coming of present tax system in 

India  

Presently India follows a dual tax system for 

taxation of goods and services. This tax 

system is described by central taxes and 

state taxes, which is further described as 

exercise duty, service tax, vat and customs 

duty. India follows a vat mechanism which 

was introduced in the year 2005 which is 
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working on input tax credit principle but this 

is limited to intra state transaction. However 

this problem is not for service sector, as 

service sector, as the service tax is levied by 

central government.  

 The first main drawback of the 

indirect tax system is the burden on 

economically backward people. 

Indirect tax is generally imposed on 

consumption of goods. They are 

unfair in the sense that poor people 

have to pay as much as rich people.  

 The imposition of indirect tax on a 

commodity increase price though the 

cost of production is less. It has 

regressive in nature.  

 The administrative cost involved in 

collecting the tax is heavy as they 

have to be collected from large 

number of persons.  

 It causes uncertainty – the revenue 

from indirect tax cannot be estimated 

accurately. An indirect tax leads to 

rise in the price of the commodity. 

Which in turn result in fall of

demand and thus it is difficult to 

know the extent to which the demand 

of the commodity has fallen.  

 It has cascading effect that is there 

are different tax levies on supply 

chain till it reach the customer.  

Overview of GST  

The GST is an indirect comprehensive tax 

levied on manufacture, sale and 

consumption of goods and services at a 

national level. The main objective is the 

coverage of all indirect taxes in to a single 

tax replacing multiple taxes levied, 

overcoming limitations of current indirect 

tax structure and creating efficiency in tax 

administration. France was the first country 

to introduce this system in the year 1954. 

However, out of 196 countries, 140 

countries follow the system of GST. 

GST is collected on value added goods and 

services at each stage of purchase or sale in 

the supply chain i.e. GST is paid on the 

procurement of goods and service can be set 

off against that payable on the supply of 

goods or services. But the consumer being 

the last person in the supply chain has to 

bear this tax and hence it is like a last point 

retail tax. It is a setoff benefit. Many 
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countries have a unified GST system. 

However countries like Brazil and Canada 

follow a dual system where GST is levied by 

both federal and state or provincial 

government.  

In India a dual GST is being proposed where 

in a central goods and services tax (CGST) 

and a state goods and services tax (SGST) 

will be levied on the taxable value of 

transaction. 

Three prime model of GST  

Central GST State GST Dual GST  

 GST to be levied by center 

  GST to be levied by state 

  GST to be levied by center and state 

concurrently  

How will GST overcome present tax 

shortcoming  

1. End of cascading effect- If GST is 

implemented in India, I will 

overcome the shortcoming of present 

taxation scheme which is cascading 

effect. It will bring to an end of the 

cascading effects. This will 

contribute an immense benefit to the 

business and commerce. 

2. Eliminate the multiplicity of taxation 

- Industry, trade and agriculture-GST 

rate of 20 percent is suggested by a 

parliamentary committee, which in 

turn would benefit the industry and 

will also not impact on the 

consumers. The aj  Sabha select 

committee has suggested that the 

goods and services tax rate should 

not exceed beyond 20 percent as 

higher rates could increase inflation 

and erode the confidence of 

consumers in a new indirect tax 

regime which is to be implemented 

from 16 April 2016. So GST will 

give more relief to industries, trade 

and agriculture through a more 

comprehensive and wider coverage 

of input tax set off by subsuming of 

several central and state taxes in the 

GST. 

3.  Exporters-the subsuming of major 

central and state taxes in GST would 

provide a comprehensive set off of 

input goods and services and phasing 

out of central sales tax ( ) would 

reduce the cost of locally 
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manufactured goods and services. 

This will increase the 

competitiveness of Indian goods and 

services in the international market 

and give boost to Indian exports  

4. Common consumers- in GST taxes 

for both center and state will be 

collected at the point of sale. So the 

customer will be benefit as price will 

be come down the customer will be 

paying less to its consumption and it 

will reduce the average tax burdens 

on the consumers. 

5. Single tax –Due to GST, the 

manufacturer and trader will be 

benefit such as one tax as all the tax 

will subsume and will not need to 

pay all the tax, common exemption 

between center and state. This will 

give a more opportunity and time for 

manufacturer to pay more focus on 

business rather than worrying about 

other taxation.  

6. Uniformity of tax rate across the 

states  

 

How does GST works?  

GST is a continuous chain of setoff benefit 

from producer’s point and services 

provider’s point up to the retailer’s level. It 

is basically a value addition at each stage 

and a supplier at each stage is permitted to 

set off through a tax credit mechanism, the 

GST paid on purchase of goods and services 

is available for setoff on the GST to be paid 

on the supply of goods and services. The 

final consumers will thus bear only the GST 

charged by the last dealer in the supply 

chain with set off benefit at all precious 

stages.  

GST is proposed to merge service tax, vat 

and customs exercise into one tax i.e. GST. 

Since the current taxation frame work allows 

limited inter-levy credits between central 

exercise duty and service tax. However no 

cross credits are available in respect of 

other taxes specifically vat, central service 

tax, entry tax. Introduction of GST would 

allow the interlay credits and thus rationalize 

tax content in product price, enhance ability 

of assessed to compete globally.  
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Taxes that may or may not be 

subsumed  

There are few other indirect taxes that may 

or may not be subsumed under the GST 

regime as there is no consensus among 

States and Centre & States – 

 Purchase tax 

 Stamp Duty 

  Vehicle Tax 

  Electricity Duty 

  Other Entry taxes and Octroi 

What will be out of GST?  

 Levies on petroleum products 

 Levies on alcoholic products 

 Taxes on lottery and betting 

 Basic customs duty and safeguard 

duties on import of goods into India 

 Entry taxes levied by municipalities 

or panchayats 

 Entertainment and Luxury taxes  

 Electricity duties/ taxes  

 Stamp duties on immovable 

properties 

  Taxes on vehicles 

Comparative analysis of present tax 

system and GST  

1. The present structure of indirect tax 

structure is very complex in India. 

As it is demonstrated by both the 

authorities central and state. There 

are so many types of tax levied by 

central and state government on 

goods and services. 

2. As we know the present tax system 

does not have much impact on the 

service firms i.e. the rate is less when 

compared to the goods tax or any 

other form of tax). New act, “GST” 

as the word indicates goods and 

service act operates on a negative 

concept – all goods and services are 

subject to GST b unless specifically 

exempted. 

3. The entire Indian market will be 

unified market with the 

implementation of GST. A specific 

standard rate will be implemented 

and followed throughout India. 
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4. It is more transparency and better 

compliance: The present indirect tax 

system does not provide 

transparency and compliance as 

consumers are not aware of the 

percentage of tax which the local, 

state and central government 

collects. By the implementation of 

GST a common tax rate is 

implemented and also provides a 

clear view of tax rate.  

Conclusion  

Introduction of GST in India needs to be 

well-planned and requires a sufficient long 

period to familiarize the public with its 

working. GST needs advance preparation 

though it is to be implemented in 2016.” 

GST is needed not only to raise more 

revenue for the government, but also to 

diversify its source of income”. GST was 

introduced to replace and rectify the 

shortcoming of current taxation scheme. As 

GST facilitates set off of tax rather than tax 

on tax, which would benefit the economy at 

large.  
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