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ABSTRACT 

In recent years, the single biggest reform in India’s indirect tax structures since the liberalization of the 

economy in 1991is the introduction of GST. The introduction of Goods and Services Tax (GST) in India is to 

overcome the shortcomings of VAT. 17 indirect taxes have been replaced by GST which will reduce the overall 

cost and provide a common market. GST has a noticeable impact on each and every sector including E 

commerce sector which is involved in trading of goods and services over an electronic network. It is specially 

the increasing number of entrepreneurs in the unorganized retail sector category who plays the key role for the 

success in this sector. To broaden the tax base, Government has imposed GST in e-commerce sector. It is 

important to differentiate between goods and service element in business in order to levy tax. This paper aims at 

the concept and implications of GST specifically on the E-Commerce sector. The paper focuses on how GST can 

create a single unified market across India and allow free movement and supply of goods in part of the country. 

It depicts the impact of the Tax Collection at Sources (TCS) on the product Costs. 
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1. INTRODUCTION 

GST in India is the amalgamation of a large number of Central and state taxes into a Single Tax. In India the 

growth of E-commerce sector in terms of revenue has been phenomenal. It has managed to capture its consumer 

market and it is predicted to be a wealthy industry. In near future it would be one of the pillars of Indian 

economy. The Goods & Services Tax (GST) which has replaced all other indirect taxes in India can hold the key 

to unlock the issues faced by the E-commerce sector so far. The GST is expected to allow this sector to reach 
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out to more customers by ending the multiple entries of taxes. This paper focuses on the implications of GST in 

the e-commerce sector. 

 

1.1 REVIEW OF LITERATURE 

R. Muralidharan and Pankaj Grover, (2016) in their article “Overview of GST impact across various 

industries” have mentioned that the tax  reform through GST will be a booster for the economic growth and will 

have positive effect on the GDP of the country resulting in removal of  inherent inefficiencies in the present 

indirect tax regime. CRISIL, (2014) The authors in this paper through CRISIL, placed their views and discussed 

how GST would be a good solution to solve the fiscal deficit of India since it is a structural reform, leading to 

higher tax collections since at this stage the deficit cannot be lowered by reducing expenditure. Trilegal, (2016), 

released a series of updates starting with the impact of GST on the e-commerce sector to provide a better 

understanding of the impact that the model GST law will have on key sectors of the Indian economy. 

Roychowdhury P, (2011), made a candid analysis of present system of VAT and the goes to explore certain 

critical issues related to GST, its prospect and problem and how can it usher in a new era of government 

finances of the country.  

1.2 OBJECTIVE OF THE STUDY 

The objectives of the study are as follows - 

 To understand the concept of GST 

 To understand GST regime in India 

 To analyse different issues related to GST in ecommerce sector in India 

 To analyze the implications of goods and services tax on E-commerce services in India 

1.3 RESEARCH METHODOLOGY 

This study is descriptive and conceptual in nature. Research approach is of analytical-argumentative and is 

based on secondary data. Data has been collected from books, websites, journals, newspaper and magazines. 

Data were collected to understand the impact of GST considering different aspects of e-commerce industry.  

1.4 TAX- CONCEPTUAL FRAMEWORK 

Broadly taxes are divided into two categories Direct tax and Indirect tax. Direct tax is so named as because it is 

a tax on income of a individual and entity and directly paid to the government. Indirect tax on the other hand are 

those tax which are added in the cost of the goods and services and are collected by the seller of the goods or the 

service provider and are paid to the government. Hence indirect tax is that tax which is borne by one and paid by 

the other. The major constituents of indirect taxes in India before introduction of GST are Excise Duty, Service 

tax, Customs Duty, Sales tax/ VAT, Central Sales Tax, Entry tax. Value added tax was considered as an 

important tax reform in the field of Indirect tax and now with the implementation of Goods and Service Tax the 

reform is much more significant. GST is a further improvement over VAT. When VAT was introduced in place 

of Central Excise, benefit of availing input tax credit from output tax liability was given and in case of sales tax 

system benefit of both input tax credit and taxes paid on previous purchases was given. Thus with the 
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introduction of VAT there was eradication of multi point taxation and removal of cascading effect. Further these 

benefits of input tax credit can be availed only when taxes were paid on input and previous purchases and thus 

there was an inbuilt system for tax compliance, better transparency and reduction of tax evasion. As a result of 

these benefits VAT was implemented in more than 150 countries. 

2.  INTRODUCTION OF GOODS AND SERVICE TAX 

Despite of the benefits of VAT there were several shortcomings in the prevailing system of CENVAT and the 

most important one was non inclusion of several central taxes in the VAT structure and thus not allowing the 

manufacturers and retailers to enjoy the comprehensive benefit of input tax and service tax paid. Introduction of 

GST at both of State and Central level has resulted in the inclusion of all central taxes and integrated goods and 

service taxes for the purpose of set off relief and introduction of GST also resulted in increased revenue 

collection. Goods and Service Tax overcome the shortcoming VAT structure. With the introduction of GST the 

burden of CENVAT has been removed and input tax credit can be availed for both input goods and services. 

Thus here lies the essence of Goods and Service Tax. 

2.1 HOW DOES GST WORKS   

According to GST tax is levied at each stage of value addition. Every business entity in the supply chain collects 

tax and remits the balance of Input GST on goods and services and output GST. The above concept is explained 

with the help of the following illustration: 

Stages of 

Supply Chain 

Purchase 

price of 

Input 

Value 

Addition 

Price at 

which 

goods and 

services is 

transferred 

to the next 

stage 

Rate of 

GST 

GST on 

Output 

Input 

Tax 

Credit 

Net GST 

(Output 

GST – 

Input 

GST) 

Manufacturer 100 50 150 10 % 15 10 5(15-10) 

Wholesaler 150 30 180 10% 18 15 3(18-15) 

Retailer 180 20 200 10 %    20 18 2(20-18) 

Table 1: Illustration of GST  

The above illustration is a hypothetical illustration. 

2.2 DUAL GST MODEL 

GST has two components, one Central Goods and Service Tax (CGST) which is implemented by the Central 

Government ant second State Goods and Service Tax (SGST) implemented by the state. The dual GST model is 

implemented through multiple statute but basic things like chargeability, definition of taxable event, taxable 

persons, valuation provision etc will be is same in different statute as far practical. 
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The CGST and SGST is applicable on all transactions of goods and services except the exempted goods and 

services and those goods and services that do not fall under the purview of GST and those which falls below the 

threshold limit. 

The CGST so levied on goods and services is payable to the Central Government and SGST is payable to the 

state government. 

CGST paid on Input goods and services would be allowed as credit only against Output CGST and the same 

mechanism gets followed for State CGST. Input tax credit between CGST and SGST is not allowed except in 

case of interstate transaction of goods and services under the IGST model. 

2.3 THE THRESHOLD LIMIT OF GST 

The threshold limit for VAT varies from state to state. And therefore under GST it is desirable to have a uniform 

threshold limit for all the state. Hence the threshold limit for SGST is upto gross annual turnover of 10 lakhs 

rupees for both goods and services. The CGST for goods is kept at 1.5 rupees and CGST for services is also 

high as well. At present the threshold limit for CEVAT is 1.5 crore and that for services is 10 lakhs. 

The taxpayer is needed to file return to both Central Government for CGST and the respective State 

Government for SGST. The tax payers is given a PAN linked identification number of 13 to 15 digit which 

helps to link the GST PAN system with the existing system of PAN link of Income Tax. 

2.4 Inter State GST (IGST) MODEL 

Inter State GST is levied by the Central which includes both CGST and SGST. It is mentioned that IGST is not 

a tax in addition to SGST and CGST which means that it is not a third type of tax. The Inter State Seller collects 

IGST from the purchaser on interstate transaction which includes both CGST and SGST rates. Suppose SGST 

rate is 12 % and CGST rate is 10% so IGST would be 22%. While depositing IGST the seller take the credit of 

SGST and CGST paid on input good and services.  The selling state transfers the amount of input credit of 

SGST taken by the selling dealer against the IGST to the centre. This ensures that selling state does not get any 

revenue out of this transaction. The interstate buyer takes credit of IGST against his liability of SGST / CGST or 

IGST. For this purpose the total amount of IGST is bifurcated in two parts SGST and CGST. As regards the 

mechanism of transferring the SGST to the consumer state, the central agency transfers the amount of input 

credit of IGST taken by the selling dealer of consumer state while paying his liability of SGST. Central taxes 

that would be subsumed by GST are Central Excise Act, Additional Excise Duties, Service Tax, Additional 

Custom Duty, Special Additional Duty of Customs, Surcharges, and Cess. State taxes that would be subsumed 

by GST are – VAT, Entertainment Tax, Luxury Tax, Taxes on lottery, betting and gambling, Entry Tax 

3. ISSUES FACED BY E-COMMERCE SECTOR PRE-GST 

E commerce is one of the fastest growing industries in India.  E-commerce can be defined as any business 

activity which is done with the use of internet as a medium. Multiple Indirect taxes were levied on transactions 

in India. Some of them were levied and collected by the Central Government and some by the state government. 

The business models in which e-commerce players functioned made it subject to indirect taxes which were full 
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with ambiguity disputes. Since online business was new in India the existing tax structure failed to provide 

appropriate tax treatment of various e commerce transactions.  

A brief discussion on the pre-GST indirect taxation system and some of the problems faced by the e commerce 

industry are discussed below: 

Liability to pay tax 

In conventional sales tax the seller of the goods known as the „dealer‟ is supposed to pay tax to the concerned  

government of that state in which the sales has taken place. However in online transactions there are multiple 

parties involved and so the tax authorities were often confused as who will be liable to pay tax. The activities 

done by the online market places were often misstated as that of a seller. The online market places that are 

engaged in packing, repacking and delivering the goods to the client were misstated as that of a dealer and are 

made liable to pay tax.  It was necessary to bifurcate the online marketplace from that of a dealer. 

Persons liable to deposit entry tax 

Entry tax was levied on physical entry of goods into a defined local area within a particular state. The entry tax 

in different states defines importer or dealer who is supposed to take registration and is liable to pay entry tax. 

Many a time‟s online market place and its associates are considered as „dealer‟ and are therefore expected to 

obtain registration and are liable to pay entry tax.  

VAT treatment in case of sales return, cancellation and replacement 

There were specific provisions under VAT to make adjustments from taxable turnover in case of sales return. 

The ecommerce players provide their customers with the facility of cash on delivery (COD) which allows the 

customers to return the goods if not satisfied. The number of returns in online business is more not only because 

the customer is not satisfied but also because they refuses to pay and many times the clients were not available 

in the address provided. And delivery of the product takes 3 to 4 days which provides them with the opportunity 

to cancel the transaction. Owing to so many reasons the number of returns and cancellation of order in online 

business was much higher as compared to that of conventional business. So it was not possible to keep a proper 

written records of all the sales return of the concerned states and to claim adjustments for the sales return from 

the VAT Authorities and even if claimed getting the claim amount also becomes difficult. A more better system 

was required keeping in mind the complexities of the e commerce business so that proper track could be kept for 

the sales return, cancellation and payment of taxes and return is done accurately. 

Appropriate state to discharge VAT/CST 

CST was payable in case of interstate trade or commerce. CST was to be deposited with the Vat Authorities of 

the „appropriate state‟ which was referred to as the state from which the movement of goods start. Online 

business is spread all over India. Under such circumstances it became difficult to find the appropriate state to 

discharge VAT/ CST liability as each transaction needs to be carefully examined. It was critical that a clear 

guideline was established as regards online transaction. 
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Input tax credit 

Input tax credit was available under VAT / CST transactions. Due to complex business model of e commerce 

industry there was credit blockage at various stage of transactions which results in higher cost and finally results 

in higher prices to final consumers. 

4. IMPACT OF GST ON ONLINE BUSINESS 

PARTY TO BE 

EFFECTED 

PRE GST REGIME POST GST REGIME IMPACT UNDER 

GST 

Seller  Charged 

VAT/CST to 

customer 

 Service tax 

charged by online 

market place 

became a cost 

 Charges central 

goods and service 

tax (CGST), state 

goods and service 

tax (SGST) or 

Inter-state goods 

and service tax 

(IGST) 

 There is a possible 

higher tax rate on 

output side 

Online Market Place  Charged service 

tax to the vendor 

 Any VAT credit 

on purchase 

becomes a cost 

 Charges central 

goods and service 

tax (CGST), state 

goods and service 

tax (SGST) or 

Interstate goods 

and service tax 

(IGST) 

 There is a possible 

higher tax rate on 

output side 

No trade barriers—one nation one tax 

During Pre GST, there was no uniformity in the tax rates among the different states and therefore every state 

determined its own tax rates specific to the products, resulting in loss of revenue for state. To cover up the loss, 

many states have recently imposed entry tax which acted as a trade barrier, restricted free movement of goods 

from one state to another and increased the cost for traders. However, such trade barriers have ceased to exist as 

GST is inclusive of entry tax. The destination state earns the revenue from GST on sales regardless of the 

location of sale. Further, there is no rate arbitrage under GST because the classification of goods and rate of 

GST is common across states. 
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Tax collection at source (TCS) 

It has been made compulsory for all e-commerce operators to collect tax at the rate of two percent. The e-

commerce operators who sell from their own inventories, this would not be applicable for them. The purpose of 

the Government behind this mechanism is to track the suppliers of e-commerce operators. 

Increase in compliances for e-commerce operators  

The e-commerce operator should report the supplies, the sales along with product code and the applicable rates 

of each item monthly. The implementation of compliance is cumbersome for both e-commerce operator and the 

supplier. Additionally, the e-commerce operators will have to register in each state and file the reports 

separately on a monthly basis which increases the challenges in compliance and costs of running the business. 

Mandatory registration of sellers and unavailability of composition scheme 

It is mandatory for all sellers to register themselves irrespective of Rs.20 lacs threshold limit.  These sellers 

cannot opt for composition scheme, where they pay a flat tax at the rate of two percent and do not maintain 

details of each product sold. Since it is not possible for small sellers to maintain detailed records of daily 

transactions they are unwilling to work with e-commerce operators. 

Increase in credits 

The GST extended has widened the meaning of „input tax‟ in the purview of input GST credits. It has removed 

the requirement of direct involvement of input credits. Increase of credits helps to in reducing the extra cost of 

running the business which was there previously due to unavailability of credit towards excise duty and VAT on 

goods and service tax on certain services. 
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Source: PWC 

PRICING IMPACT 

OF GST FOR AN E-

COMMERCE 

COMPANY 

PLACE IMPACT OF 

GST FOR AN E-

COMMERCE 

COMPANY IN CASE 

OF BUSINESS TO 

CUSTOMER 

TRANSACTIONS 

PLACE IMPACT OF 

GST FOR AN E-

COMMERCE 

COMPANY IN CASE 

OF BUSINESS TO 

BUSINESS 

TRANSACTIONS 

COMPLIANCE 

IMPACT OF GST 

FOR AN E-

COMMERCE 

COMPANY 

 Compared to 

current service 

tax rate the 

output rate of tax 

could be higher. 

 The company 

should have 

higher credit pool 

to reduce the 

prices of services 

 Place of supply is 

the location of the 

service provider 

 Place of supply is 

the location of the 

recipient. 

 Centralized 

registration 

option is 

available. 

 State wise 

registration need 

to be obtained. 

Table 2: Impact of GST regarding different aspects in e-commerce industry 

5. CHALLENGES FOR E COMMERCE PLAYERS UNDER GST 

GST runs on the concept of one tax, one nation concept which paved way for some respite for e commerce 

players.  

 Sales Return: As per Industry Standards 30% to 40% of the goods sold are returned. GST law fails to 

discuss any specific provision in case of adjustment of refund on sale returns of such goods. 

 Registration in Every State: Section 19 of the model GST law requires to “applying for registration in 

every such State in which he is so liable”. In an e commerce set up supply is made to almost every 

state. Therefore E-commerce players require obtaining registration in almost every states resulting in 

multiple registration. 

  Tax Collection at Source: To get hold of unregistered person tagged along giant e commerce players, 

the government has introduced the concept of TCS under GST also. However there is no such levy in 

case of e commerce players working under buy and sell model. 

 Tax on freebies: As per GST Law, any supply without consideration is also liable to tax. 
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 Maintenance of records: GST law says that in case supply is made from more than one location, 

accounts relating to such place are separately maintained. Considering e commerce players having 

centralized billing, maintenance of separate record is a difficult task. 

 

6. CONCLUSION 

The „legal recognition‟ to e-commerce model in India as per GST act is a welcome move. There are 

complexities in execution of the same. The sooner those would be addressed and settled the benefits of GST can 

uplift the e-commerce sector in a better way. The GST law binds the e-commerce operators with some undue 

compliance burden such as registration, reporting and match reconciliation. Undoubtedly GST is the much 

awaited indirect tax reform in India, however, the model GST law seems to suggest that this would bring in 

hectic times for the businesses, especially, the e-commerce sector. It appears that an immediate resolution to the 

problems faced by the e-commerce industry is not available in the current regime. With the GST legislation, a 

golden opportunity lies before the Indian legislators to find a solution to the industry‟s problems. 
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