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Executive
Summary
Mobile phones have emerged as an extension of human body. They are no more a mere communication
device and have become an integral part of our lifestyle connecting us to the world of education,
entertainment, medicines and much more. India is now the second largest smartphone market globally
and the number of users is expected to increase to 829 million by 20221. With such a large number of
smartphone users, the Indian government undoubtedly has taken various steps to promote domestic
manufacturing of mobile handsets and reduce its dependence on imports.
Many initiatives and policies were introduced by the government, such as National Policy on Electronics
(NPE) 2012, NPE 2019, Phased Manufacturing Programme, RoDTEP, M-SIPS, EMC, Production Linked
Incentives etc. to boost manufacturing in India. The success of these policy initiatives can be seen from
the fact that from just two mobile phone factories in 2014, India now has 200 manufacturing units2 and
the production of mobile phones has gone up from 60 million units valued at INR 190,000 million in
2014-15 to 300 million units valued INR 2,200,000 million in 2020-213. These 200 manufacturing units
have created various direct and indirect employment thereby starting a virtuous cycle of development,
spurring the government to take similar steps to boost production in electronics and other sectors.
A major part of government initiative to boost the industry is around rational tax policies. While tax
revenue is required for development purposes, a high tax on a relatively nascent industry may be a
disadvantage and deter new investments in the sector. The government brought about major changes in
the Indirect tax regime in July 2017 when it subsumed multiple indirect taxes levied at central and state/
local level into one single tax called Goods and Services Tax (GST). The tax rates under GST were uniform
across the country and it was divided into 4 tax slabs. The government ensured that the GST rates on
goods and/ or services should either match or be lower than their tax rates in pre-GST. However, there
was a departure from the said approach in case of mobile handsets. The tax rate on mobile handsets in
the pre-GST era was approx. 8.2%4 , which was increased to 12% with the introduction of GST. The said
tax rate has been further enhanced to 18% in 2020 thereby decreasing the profit margins of mobile
handset industry which already operates on a very thin margin.
With the above said, the purpose of the report is to provide an understanding of GST structure in terms
of mobile handset industry as well as various policy initiatives introduced by the government. The
report most importantly highlights, in detail, the conflict between the government’s current policies to
incentivize mobile handset manufacturing in India and the detrimental effect of increasing the GST rates
on mobile handsets from 12% to 18% which is not only based on an incorrect understanding of the taxes
that were levied in pre-GST regime but is also putting on additional burden on the consumers, proving
unfavorable to ‘Digital India’ initiative and also slowing down the growth which can be measured from
the impact on the GDP of the country. The report also enlists various GST related issues being faced by
industry in the form of blocked credits, no mechanism to grant refund of taxes paid on capital goods and
input services, issues in undertaking compliances etc. followed by policy recommendations on each of
the said issued.

1. India to get 829 million smartphone users by 2022, says ICEA | HT Tech (hindustantimes.com)
2. India now the second-largest mobile phone manufacturer in the world: Ravi Shankar Prasad (theprint.in)
3. Annual Report 2020-21:MeitY-COVER _ Meity_2020-21.cdr
4. ICEA
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Foreword
Bipin Sapra
The COVID-19 pandemic reiterated the fact that mobile phones are not only a
communication device but a digital tool which have transformed the way society functions
thereby ensuring that we transitioned effortlessly from online socialising to seamless
work-from-home ecosystems.
The Indian mobile phone industry has made rapid strides since 2015. From just two mobile
phone manufacturing units, India is now one of the largest mobile phone manufacturer in the
world. Also, various Government policies and initiatives such as Make in India, Production
Linked Incentives, and Digital India have contributed to the rapid growth of the industry.
Although demand for Mobile phones in India and globally continues to increase, the mobile
manufacturing industry in India is facing one of the biggest challenges due to increased tax
rate in Goods and Services Tax (GST) regime. The tax rate on mobile handsets in the preGST era was around 8.2% which currently stands at 18% under GST i.e. an increase of more
than 100% in the tax rate. The increased tax rate is augmenting the cost of manufacturing
a mobile phone and the burden of of additional taxes is ultimately being borne by the
consumers. Subsequently, the same is resulting in a fall in the consumption demand and
also acting as a deterrent to ‘Digital India’ initiative as it further amplifies the already high
costs of a smartphone and making it difficult for consumers to shift from feature phones to
smartphones. An amendment in GST rate is the need of the hour to increase digitalization
and mobile phone penetration and realizing the goal of a ‘Digital India’.
As a result, we are pleased to have collaborated with ICEA for a report that attempts to delve
deeper into the aspects of history of taxation on mobile handsets in India, policy incentives
introduced by the Govt, present day GST provisions and adverse impact of increase in GST
tax rates. The report recommends and provides rationale behind reduction in GST rates on
mobile handsets and removing glitches under the GST law for ease of the taxpayers. I am
certain that this report will present a strong case to the Government to reconsider the tax
rates on mobile phones in India.
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Pankaj Mohindroo
Today mobile handsets are considered to be the most important and effective
communication cum digital tool which has been transforming lives across all
segments of society. The ongoing pandemic has proven the importance of mobile
phones in our daily life. The mobile industry has been on the forefront along with the
telecom sector, to ensure that a peak in domestic demand due to lockdowns,
work-from-home, and students going online to name a few was fully met.

Let's recall that the tax rate in the pre-GST era for mobile handsets was always
~8.2% approx. [with 1% Excise Duty (without Cenvat) + 7.2% VAT]. With introduction
of GST, tax rates were to be rationalised in order to reduce the burden on consumers.
Effectively, rate on mobile handsets and its parts under GST should be aligned with
the policy impetus which focuses on the importance of incentivising manufacture
of mobile handsets in India.
Given the same, the rate should ideally be as low as 5% or at best should not have
exceeded 12%. The industry is in a state of shock following the hike in GST of
mobiles by 50%. Given the current situation where mobile phones have proven
to be an important device for the young as well as the old, frontline workers,
students, professionals etc.; this increase is unwelcomed by the industry and the
consumers at large. The increase in GST rate from 12% to 18% lacks merit and is
irreconcilable with the primary purpose of Government initiatives and the policies.
This increase in the GST rate on mobile handsets is also acting as a deterrent to
the Hon’ble Prime Minister’s ‘Digital India’ initiative as the increased GST rate is
augmenting the cost of purchasing a smartphone because the burden of additional
taxes will be ultimately borne by the consumers. Therefore, an amendment in the
increase in the GST rate is the need of the hour to realize this goal.
Having said above, the present times may prove to be promising if aided by
adequate policy steps to prioritize manufacturing and exports in mobile phone
manufacturing. For India, the outbreak has also provided an unprecedented
opportunity to project itself as an alternative destination for manufacturers to
diverge from China.
This report encapsulates all the focal points for policy makers that highlight the
increase in GST rates of mobile handsets and its parts & components. I am confident
that this study will be insightful on the importance of mobiles phones and what
corrective measures should be taken for the rationalization of the GST on mobile
handsets and its parts and components.. Further, it will give the government
adequate information to rescind the increase in the GST for mobile phones.

A consequential GST step: Boon or Bane for Mobile Handset Industry?

Although, the introduction of the GST has been remarkably efficient for mobile
phone trade, both the GST rates in the industry as well as the procedures do not fully
reflect the priorities. As we have been able to make India a single trading hub we should
ensure that the GST structure & regulations are able to integrate seamlessly with the
Global supply Chain.
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Mobile handset and GST:
an overview
The electronics industry is one of the largest and fastest
growing industries1 in the world and is increasingly finding
applications in all sectors of the economy.
The mobile phone has evolved from a mere communication device to a sophisticated handheld computer. Mobile phones have found its place in every sphere of life right from being
a source for gaining education, accessing banking system/ managing funds, operating
businesses, shopping on e-commerce platforms, buying groceries, making bookings to
travel and even to book a cab, entertainment (gaming and online content), socialising etc.
The introduction of 5G would steer the next big evolution of mobile handsets and consumer
behavior. Adding to it, the COVID-19 pandemic has resulted into a substantive change in the
work and lifestyle choices for people around the world. It has resulted into a new way of living
thereby prompting an increased usage of mobile devices.
Given the increasing digitization of society and the prominence of mobile phones as part
of our life, the growth prospects and potential economic avenues from the industry are
estimated to be significant.
With an estimated sale of 270 million mobile handsets in the domestic market2 in 2020-21
and more than 900 million3 mobile phone users in India in 2020-21, it is certain that this
sector is a major contributor to India’s economic activity. The telecom sector is expected
to contribute 6.5% to India’s GDP in 2020-214. Telecom is the third largest sector in terms
of FDI Inflows and contributes to provide 4 million direct and indirect jobs in India5. It is
predicted that the mobile phone sector will contribute about 4.9% of global GDP by end
of 2024, with a majority of subscribers being from the Asia Pacific region6. Mobile Phone
production, despite COVID-19 pandemic, has touched an ever time high of INR 2.2 lakh
crore.7 Smartphones contribute to more than 96% of this contribution, ~INR 2.12 lakh
crores8 thereby paving the way to achieve the NPE target of US$190 B of which US$110 B
will be catered to exports and US$80 B will be for domestic consumption.

Smartphone growth in India is estimated to remain a key driver
with 11.6% growth in the world's second-biggest market9.

1 https://www.jeita.or.jp/english/topics/2018/1218.pdf
2 Source: India Cellular and Electronics Association (‘ICEA’)
3 Source: India Cellular and Electronics Association (‘ICEA’)
4 Source: India Cellular and Electronics Association (‘ICEA’)
5 Source: India Cellular and Electronics Association (‘ICEA’)
6 https://www.gsma.com/mobileeconomy/wp-content/uploads/2020/03/GSMA_MobileEconomy2020_Global.pdf
7 Source: India Cellular and Electronics Association (‘ICEA’)
8 Source: India Cellular and Electronics Association (‘ICEA’)
9 https://www.idc.com/getdoc.jsp?containerId=US45234919&pageType=PRINTFRIENDLY#LISTOFATTACHMENTS
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However, given the
importance of embracing the
digital revolution and the centric
role of a mobile phone in this
connected ecosystem, the goal shall
be to make mobile phones as
affordable as possible. Mobile phones are a
necessity in today’s times and are a gateway to
the technology enabled system of governance,
services and commerce. Thus, revenue
maximization through higher tax rate
shall not be the objective and instead,
lower rates may help accelerate
the higher consumption for overall
betterment of the society.

To begin with, it is imperative to understand the historical aspects
concerning levy of Indirect Taxes on the industry, factors prompting
migration to GST and the current scenario requiring consideration for
the policymakers to incentivize the mobile phone sector followed by the
suitable recommendations.
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History of indirect
taxes in India
The taxation scheme under the Indian constitution is primarily a three-tier structure wherein
powers/ authority to levy taxes have been distributed among the Central Government, State
Governments and Local Governments. The taxes levied by the Government are segregated
in two forms, namely, Direct Taxes and Indirect Taxes:

Direct taxes
Indirect Taxes

are levied on the income generated by assessees;

are levied through a consumption channel
rather than being levied directly on the income of an individual. It is collected by the seller
from the end consumer on supply of goods or services.
Before advent of GST, the most important sources of indirect tax revenue for the Union and
State governments were:

Import of goods from
outside India

Current effective peak rate of Customs duty for goods
/ inputs is 29.44%. Exact rates depend on nature of
goods

Manufacture of goods
in India

Peak rate is 12.50% wef. 1 March 2015. Exact rate
depends upon nature of goods

All services (except
services listed in
negative list or exempt)

15% (including 0.5% KKC applicable from 1st June
2016)

Import of technology
into India under foreign
collaboration

5%

Inter-state sale of goods

2% (subject to conditions) or applicable VAT rate in the
State of commencement of inter-state movement

VAT

Sale of goods within the
State

The general rate of VAT is 1%, 4%-5.50% or the
residuary rate of 12.5%-15% depending upon the nature
of the goods sold and State VAT law

ET/ LBT/
Octroi

Entry of goods into
a local area for
consumption, use or sale

Rate varies from State to State but typically ranges
between 1% to 8% depending upon the State legislation,
though some goods may attract a higher rate

Customs
Duty

Central taxes

Excise
Duty
Service
Tax

R&D Cess

CST

State taxes

General effective rate

However, the structural anomalies and cascading effect of these taxes brought forward the
need for a unified		
tax regime that enhances ease of doing business, reduces compliance
burden and is simpler to implement uniformly across the country.

A consequential GST step: Boon or Bane for Mobile Handset Industry?
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Need for introducing GST
India’s indirect taxation structure suffered from various anomalies which led the government and policy makers to
deliberate for a 360-degree tax reform. The irregularities in the indirect tax structure (in general) were broadly on
account of the following:

Overlapping powers to levy taxes
The power to tax goods up to the stage of manufacture and production was with the Central
Government while States had power to tax sale and purchase of goods. In case of taxation on services,
the Centre (Union List) as well as States (for specified services prescribed in the Constitution), both had
powers to levy tax. This overlapping of power to tax services led to emergence of various legal disputes
which primarily arose because in the modern complex world, a product is normally a mixture of goods
as well as services, and therefore determination of what constituted a goods or service became even
more challenging.

Multiple taxes and its compliances
Seventeen different types of taxes were levied in India on goods and services, as a result of which, a
taxpayer was facing seventeen different inspectors, filing seventeen different returns and conducting
seventeen separate assessments10. Due to multiple state levies, there were multiple markets as each
State was a separate market. Trucks had to wait for hours and days at State borders to enter another
state to complete the inter-state sale transaction. In addition to cascading effect of taxes, interstate
sale of goods was inherently inefficient11.

High tax rate and cascading
The combined effect of rate of taxation was as high as 31% on many commodities12. Although,
standard rate of VAT and Excise was 14.5% and 12.5% respectively, the burden was increased due
to the additional CST and the cascading effect of tax on tax. Due to exorbitantly high rate of tax,
businesses were either paying high taxes or evading the tax. The latter option of tax evasion by the
assessees was prevalent to a large extent13.

Uncertainty in Indirect taxation
In the earlier tax regime, there were multiple taxes such as VAT, Entertainment tax, Luxury tax,
Entry tax etc which was governed by various state governments. With the change in the government,
frequent changes/ amendments were made in the tax laws as well leading to uncertainty in the taxes
to be levied.

Absence of ‘Common Market’
Existence of separate laws in each state had created multiple markets across India. Each state had
its own entry tax law, VAT laws etc which made it impossible to create a common market for the end
customers leading to different interpretation on similar kind of transactions.

10 http://gstcouncil.gov.in/sites/default/files/Eighteen%20Months%20of%20the%20GST.pdf
11 http://gstcouncil.gov.in/sites/default/files/Eighteen%20Months%20of%20the%20GST.pdf
12 http://gstcouncil.gov.in/sites/default/files/Eighteen%20Months%20of%20the%20GST.pdf
13 http://gstcouncil.gov.in/sites/default/files/Eighteen%20Months%20of%20the%20GST.pdf
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“

All such issues compelled the
government to deliberate upon
the introduction of a new tax
reform which would overcome
the challenges being faced
by the business and this gave
birth to the idea of GST which
was finally implemented in the
Indian taxation system on
1 July 2017.

GST may be a destination tax but
for India it begins a new journey.
It is a journey where India will
awake to limitless possibilities to
expand the economic horizons
and loftier political visions.
The old India was economically
fragmented. New India will create
one tax, one market, one nation. It
will be an India where Centre and
states work together towards the
common goal of shared prosperity.
Arun Jaitley
Finance Minister,
Government of India & Chairperson,
GST Council
1 July 2017; Central Hall, Parliament of India14

14 The-gst-saga.pdf (gstcouncil.gov.in)
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Journey of GST

The seeds of GST were sown back in year
2000 when the then Prime Minister (Late
Shri Atal Bihari Vajpayee) introduced this
concept and set up a committee (‘Kelkar
Taskforce on Fiscal Responsibility and
Budget Management’) to design a GST
model for the country. The committee
was bestowed with the responsibility to
submit a whitepaper outlining the design,
implementation and recommendation
of GST in India. The taskforce undertook
an extensive research and submitted its
report in 2004 wherein it recommended
that all Central and State taxes except
Customs duty should be replaced with a
new comprehensive tax on all goods and
services.

Jun ‘16

01

Draft Law

May’16 &
Aug’16
Passed by
Lok Sabha
and
Rajya Sabha

02

Sep‘16

03

Apr‘17
CGST, IGST,
UTGST and
Compensation
Cess
Acts passed

04

Jun‘17

05

Jul‘17
06
Going Live!

Constitution
(101 Amendment)
Act, 2016 was
enacted & GST
Council Formation

All states
except J&K
passed their
SGST Acts
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Genesis and Journey of GST
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GST being a “destination based” taxation system aimed at
extinguishing the issues encountered by the taxpayers in the earlier
taxation model. The current GST system has five tax slabs for taxing
both goods and services and is levied on two types of transactions,
namely – inter-state and intra-state transactions:

Intra state transactions

Inter state transactions

“

.
Subsequently, GST was brought into
effect and launched by the Hon'ble Prime
Minister of India, Shri Narendra Modi, with
effect from 1 July 2017.

“Chanakya's words
summarize the whole
GST process – ‘even if
something is very difficult
to be achieved, one can
obtain it with penance
and hard work’. If we take
into consideration the
29 states, the 7 Union
Territories, the 7 taxes of
the Centre and the 8 taxes
of the states, and several
different taxes for different
commodities, the number
of taxes sum up to a figure
of 500! Today all those
taxes will be shred off to
have ONE NATION, ONE
TAX right from Ganganagar
to Itanagar and from Leh to
Lakshadweep.”
Narendra Modi,
Prime Minister of India,
Dedicating GST to the nation
1st July 2017;
Central Hall, Parliament of India15
15. The-gst-saga.pdf (gstcouncil.gov.in)
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Advantages of GST to the economy and industry
Before the launch of GST, the then-Finance Minister Shri Arun Jaitley said “India becomes one uniform market,
where there is a seamless transfer of goods and services.” He further added “the entire country will become
one market. It will be an economic integration of India”.16
The aim of achieving ‘One Nation, One Tax’ was accompanied with the objective of dismantling multiple taxes and
unifying them into a single tax for the whole of India. India created one single market under GST regime, thereby
eliminating the cascading effect of taxes which existed in earlier tax regime. It served as a reformative step for
the Indian economy by bringing in a uniform law and tax structure for the country. The domestic mobile handset
industry has also evolved with the introduction of GST which can be seen from the advantages listed below:

Subsuming of taxes and
eliminate cascading

Create a common market

Uniformity in taxes
Advantages of GST
Augmenting Manufacturing
Sector

Ease of Doing Business and
Increased foreign investment

16. https://www.gstindia.com/gst-will-herald-economic-integration-of-india-arun-jaitley/
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Subsuming of taxes and elimination of cascading
Cascading Tax effect which is also known as ‘tax on tax’ was one of the major drawbacks in earlier tax regime
wherein goods used to be taxed at every stage of production until it was sold to the final consumer. This resulted
in an increase in cost of products in the hands of final consumers. GST put an end to this cascading effect by
subsuming multiple Indirect Taxes under its wings.

Improved & advanced compliance and administration
With the subsuming of multiple taxes, the number of separate compliances under various indirect taxes have
reduced to a great extent. GST has bought in much-needed technology driven factors. For example, the taxpayers
can now register with GST and file tax returns online. This simplification of interface with the portal and authorities
as well as a hassle-free approach has led to a less cumbersome legal process under GST.

Create a common market
Earlier, each state was considered as a separate market with their own laws and procedures. With introduction of
GST, the whole of India has come under the ambit of a ‘single market’, inter-state barriers have disappeared. Entry
into the states have become open and hassle free with abolition of State entry tax and requirement of issuing
various road permits even in cases of stock transfers.

Uniformity in taxes
GST has unified multiple tax laws into a single tax structure across the country. It results into reducing the tax
burden on producers and fosters growth through increase in domestic production of goods. With a uniform rate of
tax applicable on PAN India basis, the issues and disputes around different tax rates on similar goods as well as the
concept of taxation based on MRP of the mobile phones has been done away with for mobile handset industry.

Augment manufacturing sector
With the elimination of cascading effect, reduction in levy of multiple types of taxes and a fully creditable regime,
cost of manufacturing a product in India has decreased. Domestic handset manufacturers took it as an opportunity
to set up/ increase handset manufacturing in India. Various policies of the Govt coupled with introduction of GST led
to a favourable environment for continued increase in the domestic production of mobile handsets.
Mobile handsets production trend (INR crores)
0

2015-16
2016-17
2017-18
2018-19
2019-20
2020-21
Source: ICEA

50,000

1,00,000

1,50,000

2,00,000

2,50,000

54,000

90,000
1,32,000
1,81,200
2,14,000
2,20,000
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Ease of doing business and Increased foreign investments
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One of the 10 parameters set by the World Bank for determining the index of ‘Ease of Doing Business’ in a
particular territory is ‘paying taxes i.e. number of taxes paid, hours per year spent preparing tax returns, and
total tax payable as share of gross profit’.

With the subsuming
of multiple taxes, GST
resulted in decreasing the
time spent by companies
in preparing returns,
paying taxes, handling
litigation etc. on account
of the fact:

With the
technological advent,
the paper-based system
of filing returns has been
done away with and an
entire network of online
return filing system has
been introduced

The number of
returns filed, and
tax paid by the
taxpayers have
decreased;

Result was a decrease
in time spent by
businesses in preparing
tax returns thereby
creating efficiencies
and saving costs

Thus, introduction of GST has been one of the contributing factors which helped India jump to Rank 77 as per ‘Doing
Business 2019’ report from Rank 130 as per ‘Doing Business 2017’ report. Improved rank led to an increase in
inflow of foreign investment into the Indian economy. The following chart shows the growth in foreign direct
investments from the time when GST was implemented.
FDI Equity Inﬂows (in crores)
4,00,000

3,53,558

3,50,000
3,00,000

2,62,322

2,91,696

2,88,889

2016-17

2017-18

3,09,867

2,00,000
1,50,000
1,00,000
50,000
0

2015-16

2018-19

2019-20

Source: https://dipp.gov.in/publications/fdi-statistics

Though GST was implemented on 1 July 2017, it came with its own set of implementation challenges. Despite of
all the uncertainties and challenges around the new tax regime, there was a strong belief that the new tax regime
would lead to greater benefits for the economy in terms of higher GDP and wider tax base. Further, it was seen that
the GST impact on inflation was between neutral to a marginal increase in the short-term. However, in the medium
to long-term, with efficiency gains, reduction in supply chain rigidities and lower transportation cost, GST would put
downward pressure on inflation.
This compared to the GST implementation in other major economies of the world, it would not be incorrect to say
that India outshined them dealing with the implementation impact. International experience shows varied impact
in different countries wherein countries such as Australia, Canada, Japan, China and Singapore, there was an
increase in inflation post-GST implementation. However, other countries like New Zealand (inflation increased in the
subsequent year of GST implementation), Greece, Portugal, Thailand, and Vietnam saw inflation reducing with the
implementation of GST17.
17 GST impact on inflation: Here is all you want to know - The Financial Express
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Mobiles handsets
manufacturing in India:
overview, significance and
taxation
As per the reports by ICRIER18, the mobile subscribers in India had reached a billion19 mark and monthly
sales of mobile phones was averaged to 20 million units20 by 2018. Various features in a mobile handset
were improvised by brands such as Nokia, Motorola and Ericsson. India’s first Android based smart
phone was launched in 2009 by HTC. The mobile industry gradually moved towards touch screen
displays and Android was steadily capturing market share in India. It is estimated that smartphone users
alone will touch 829 million by 202221 making India a very lucrative smart phone market.

A. Indirect tax duty structure on mobile
handsets in the past 2 decades
As per a study undertaken in December 2016 by EY in collaboration with Broadband India Forum titled
“Incentivising Domestic Handset Manufacturing in India under the GST regime”, the Customs Duty rate
on mobile handset during 2001-02 was approximately 27.2% (BCD: 5%; CVD: 16%; SAD: 4%) which
was subsequently reduced to 4% SAD with effect from 1 March 2005 (eventually, this 4% also became
refundable and duty remained zero till 2010-11). With effect from 2011-12, excise duty/ CVD of 1% was
imposed on mobile handsets. In 2013-14, excise duty/ CVD was increased to 6% for mobile handsets
with MRP greater than INR 2,000 and 1% for mobile handset with MRP less than INR 2,000.
Trend of Duty rates in India – Mobile handsets
BCD 5%
CVD 16%
SAD 4%
2001-02

BCD 10%
SAD 0%
2002-03

2003-04

2004-05

BCD 20%
IGST 12%

BCD 20%
IGST 18%
2019-2020
BCD 20%
IGST 12%

2005-06

2018-19

2007-08

BCD 0%
CVD 1% / 12.5%
SAD 0%
2017-18
BCD 10%
IGST 12%

BCD 0%
SAD 4%

BCD 0%
CVD 1%
SAD 4%

2010-11

2011-12

BCD 0%
SAD 4%

BCD 10%
SAD 0%

BCD 10%
SAD 4%

2020-21

BCD 0%
SAD 4%

2016-17

2015-16

BCD 0%
CVD 1% / 6%
SAD 0%
2014-15

BCD 0%
CVD 1% / 12.5%
SAD 0%

18		 Competition-Issues-in-India-Mobile-Handset-Industry.pdf (icrier.org)
19		COAI Mobile Subscriber Report (December 2018)
20		 https://economictimes.indiatimes.com/tech/hardware/indian-smartphone-market-expands-14-5-pc-in-2018- idc/
articleshow/67957147.cms. Accessed on 15th march, 2019
21 India to get 829 million smartphone users by 2022, says ICEA | HT Tech (hindustantimes.com)

2013-14
BCD 0%
CVD 1% / 6%
SAD 0%
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I► mport duty on parts, components and accessories was exempt where the goods were used in manufacturing
mobile handsets. It was because of these benefits, coupled with policies such as the SEZ Act, EOUs and
EHTPs, that mobile handset manufacturers set up manufacturing facilities in the country during 2005-08.
India became a major hub for mobile handset manufacturing and export, producing almost 10% of the world’s
mobile handsets by 2010—11.
Manufacturing activity suddenly collapsed due to a multitude of factors and consequently, by 2014-15,
manufacturing numbers dwindled to less than 60 million from 130 million units in 2013-14. In order to
re-vitalize the mobile phone manufacturing industry, in 2014-15, the government of India introduced a duty
differential structure on mobile handsets, wherein the rate of excise duty was reduced to 1% (as against 6%
rate otherwise) subject to the condition of non-availment of Central Value Added Tax credit (CENVAT credit) on
the inputs and capital goods used in the manufacturing of said goods. This incentivized local manufacturers as
compared to importers of mobile handsets since CVD of 6% was applicable on imports. Subsequently, in 201516, the differential duty rate was enhanced to 11.5% by raising the standard rate to 12.5%.
Duty rate for importer and
local manufacturer with credit

Duty rate for local manufacturer without credit

201415

201516

201415

201516

BCD 0%
CVD 6%
SAD 0%

BCD 0%
CVD 12.5%
SAD 0%

BCD 0%
CVD 1%
SAD 0%

BCD 0%
CVD 1%
SAD 0%

U
► nion Budget 2016-17 was a turning point for domestic mobile manufacturers wherein the objective was
to boost domestic manufacture in mobile handset industry and discourage imports through higher duty
differential on finished products. In the said year’s budget, exemptions on imports of charger/ adapter, battery
and wired headsets/ speakers used for manufacture of mobile phones were withdrawn, thus, exposing these
goods to 12.5% CVD and 4% SAD along with applicable BCD.
I► mports of inputs/ components used for manufacture of charger/ adapter, battery and wired headsets/
speakers of mobile phones were incentivized by exempting BCD, CVD and SAD. This was coupled with
exemption from excise duty on inputs/ components used for manufacture of charger/ adapter, battery and
wired headsets/ speakers of mobile phones, subject to actual user condition. A concessional SAD of 2% was
imposed on imports of Print Circuit Boards (PCB) as well.
With the introduction of GST, all the above taxes were subsumed (except BCD) and a single rate of 12% and/ or
18% was levied on the mobile handset, its parts and components as well as its sub-parts. In the ensuing para,
we have discussed as to why tax rate structure rationalization on mobile phones is necessary.
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B. Significance of mobile handset manufacturing
and government policy Initiatives
Mobile phones are a significant key which has led to the technological transformation of the way of living in today’s time. This
can be seen from various facts, such as22 :

11.6%

1,171 million 270 million
Number of wireless telephone
subscribers in India

Growth of smartphones in
India

Mobile handsets sold in the
domestic market in 2020-21

900 million
5.2 billion

Number of smart phone users

It is pertinent to observe that feature phones have continued to dominate the Indian market with over 50 percent share23 (by
volume). The primary reason for the same is its preference among users in small towns as they are comparatively cheap. With
the introduction of 4G enabled feature phone, it has given access of Internet to feature phone and thereby, reducing the need to
switch to a smart phone. Various Chinese brands have created a significant position in the Indian market and surpassed various
domestic brands.
2020 Market Share by Volume (%)

Market share in the mobile
handsets industry is
concentrated among a few
brands. The top ﬁve handset
suppliers accounted for more
than 75% of the total market
volume in 202024.

Oppo
10%

Realme
13%
Vivo16%
Samsung

Xiaomi

Others

Xiaomi
27%

Samsung
22%
OPPO

Realme

Vivo

XX24
In order to overcome the dependence on imports to meet the domestic demands, revitalize the domestic manufacturing
ecosystem as well as to achieve the twin objectives of affordability and digital ubiquity, several policy initiatives like “Make in
India” and “Digital India” were launched. One of the pillars of Digital India was to build domestic capacity in electronics by
bringing net electronic imports in India to zero by FY 2020 . In November 2016, a report by 'Counterpoint Research and IIM
Bangalore estimated the local value addition in mobile phone manufacturing to be just under 6% 25. The said increase in mobile
phone users was taken as an opportunity to scale up domestic manufacturing in the country. To synchronize the electronics
industry with “Make in India” and “Digital India”, the Ministry of Electronics and Information Technology (‘MeiTY’) in April 2017,
notified the Phased Manufacturing Program (PMP) to boost domestic manufacturing through a mix of fiscal incentives by
imposing duties on imports of finished mobile phones and parts like batteries, chargers, wired headsets with the objective of
providing impetus to Assembly, Programming, Testing and Packaging (APTP) model of manufacturing Cellular mobile handsets.
The PMP aimed to gradually phase out the zero customs duty for imports over time, so that the domestic production of such
items increases. While import substitution partially arrested the import of finished mobile phones due to shift of assembling
operations to India, the imports of parts and components continued due to lack of consumption volumes within India and hence
the delay in development of production capabilities. The plausible way through which India can increase volumes leading to
build up of the domestic ecosystem appears to be exports of the assembled phones and parts, to have the critical mass for the
investment of setting up the manufacturing capabilities of these parts could come into the country.

22. Statista https://www.statista.com/statistics/330695/number-of-smartphone-users-worldwide/ Accessed on 15th March, 2019
23. http://techdash.in/wp-content/uploads/2017/08/CMR-India-Monthly-Mobile-Handset-Report-June-2017.pdf
24 . India Smartphone Market Share: By Quarter - Counterpoint Research
25. “Maximising Local Value Addition in Mobile Phone Manufacturing: A Practical Phased Approach (2016) by IIM Bangalore and Counterpoint Researchers

A consequential GST step: Boon or Bane for Mobile Handset Industry?

Others
12%

22

Through National Policy on
Electronics (NPE 2012), mobile
phones were accorded the status
of ‘Goods of Special Importance’.
India, through NPE 2012, paved
the way for making itself an
alluring destination for handset
manufacturing industry on account
of factors such as low labour cost
as compared to other Asian and
European countries.

The National Policy on Electronics
(NPE 2019) implemented in February 2019
replaced the 2012 policy and has set a target of
manufacturing 1 billion mobile phones by 202526,
valued at US$190 billion out of which 600 million
volume units valued at US$110 billion is earmarked
for exports. The policy also shifted the focus from
punitive measure like duties to incentivizing the
mobile phone industry. This was followed by the
Economic Survey 2020-21 having an entire chapter
dedicated to the exports of network products. The
Economic Survey focused on India’s need to build
its exports capability. It emphasized in great length
about the network product economy, of which
mobile phones are a significant constituent.

26. http://pib.nic.in/PressReleaseIframePage.aspx?PRID=1565285
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The electronics industry has been among 25 priority sectors in the Make in India policy of the Government. It is expected
that the spurt in manufacturing of mobile handsets in India shall act as a catalyst and provide the much-needed stimulus
to boost the GDP of the Indian economy. This shall have a trickledown effect, thereby leading to increased job creation,
higher tax collections and GDP contribution to the economy. The mobile handset production has grown significantly from
the low of US$3 billion it hit in 2014-15 by clocking US$25 billion mark in 2018-19. Today, more than 96% of the total
domestic handset demand is met through domestically manufactured handsets. At present, the domestic production of
mobile handset (despite global pandemic) is expected to cross US$29.3 billion (compared to US$28.5 billion in 2019-20).
Also, exports have reached US$3 billion in 2020-21 (YTD) from a near zero base in 2015-1627.

Govt initiative
and policies

Make in India
initiative, 2014

National Policy on
Electronics 2012
(NPE 2012)

Phased
Manufacturing
Programme, 2017

National Policy on
Electronics 2019
(NPE 2019)
Production Linked
incentive

RoDTeP, M - SIPS
and EMC
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ICEA
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As per a study undertaken by EY in collaboration with ICEA titled “Mobile Manufacturing in a post COVID-19 world”, it is
estimated that India suffers from various disabilities like high cost of power, tax and ease of doing business. This renders
India almost 10 % to 20 % less competitive than Vietnam and China respectively. In view of its disabilities and to
encourage large scale electronics manufacturing, the Government of India launched a trilogy of Schemes namely, the PLI
scheme, Scheme for Promotion of Manufacturing of Electronic Components and Semiconductors (‘SPECS’) and
Electronics Manufacturing Clusters (‘EMC’) Scheme, for target segments or products. The PLI Scheme targets large
scale investments in India for mobile phone manufacturing, especially those supplying to global supply chains. Recently,
the Government introduced Remission of Duties and Taxes on Exported Products Scheme (RoDTEP scheme) for
reimbursement of taxes/ duties/ levies at the central, state and local level, which are currently not being refunded under
any other mechanism (for e.g. vat on fuel used in transportation of goods, duty on electricity used, etc.), but are incurred
in the process of manufacture and distribution of exported products. The said scheme has been made effective from 1
January 2021. Therefore, the policy environment appears to be conducive and is coupled with the intent of the
government in the right direction to promote mobile manufacturing in the economy.

24
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All these policy efforts by the government have led to significant decline in
mobile phone imports in India. Additionally, the recent trade dispute
between US and China gave India an opportunity to plug itself as the third
mobile phone assembler in the world (apart from China and Vietnam). The
COVID-19 crisis has opened a window for India to attract manufacturing
operations in the country and become a significant global manufacturing
hub for mobile handset as global companies are being forced to look for
alternate supply chains (barring China). This in turn has resulted into a
decrease on the dependence of import of mobile handsets (except during
2020-21 due to the supply chain disruption and complete lockdown for 45
days led to a surge in imports)
Trend in the import of mobile handset in India
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The value of mobile phones including accessories imported by India (in USD Million)
Source: PIB Data24

India appears to have all necessary ingredients in place
to encourage mobile manufacturing at scale and boost
exports from the country. With the support of various
policies launched by the government to attract lead
firms, incentivize production and unveil measures that
provide cost competitiveness to industry or help offset
the disabilities suffered by Indian firms.
.
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Way forward for mobile
phone sector: issues and
recommended actions
Apart from the policy concerns, the industry has been struggling to cope up with the
issues it is facing due to the introduction of GST. It will be incorrect to indicate that the
impact of migration from earlier Indirect Tax regime on the mobile phone industry has
been positive. The implementation of GST had certain unintended consequences for
the mobile phone industry which requires proactive resolutions/actions to help achieve
its true potential in India. It is imperative to ascertain the reasons/ factors that caused
disruption to the process of creation of domestic companies and resulted in their
downward trajectory and suggest recommended way forward.
In today’s times, when the economy is facing slowdown due to the impact of the
COVID-19 pandemic, subdued demand for mobile phones and high rate of interest paid
on loans taken by the industry to fund its operating expenditure and capital expenditure
requirements, resultantly, the focus should be to highlight and understand the issues
faced by the mobile handset industry and the ways to resolve them to the best
interests of the industry. The need of the hour is successful implementation of various
policies rolled out by the government to save the industry from the negative impact
of COVID-19. The primary aim of the government’s incentives and policies (discussed
earlier) is to promote mobile phone manufacturing in India. However, among other
factors, the sudden increase in GST rate from 12% to 18% in this pandemic environment
has impacted demand in an already price sensitive market. Such a step to increase
the GST rate by direct 50% is not in line with the objective laid down through various
incentives and policies. The policy recommendations suggested herein may well serve as
a boon to the industry which has been given the stature of special importance.
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The graphic below provides a concise overview of the
issues faced by the industry under GST regime:

01

Increase in GST rate on mobile
hanset from 12% to 18 %

Impact of COVID-19 coupled with
hike in GST rate

03

No differentiation between
trading vs manufacturing

04

Import IGST should be at 0% for a
manufacturing importer

05

Credit blockage due to
non-subsubsmusing of certain taxes
under GST

06

Blockage of huge working capital

07

Other industry speciﬁc issues
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Issues faced
by mobile
handset
industry
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A. Increase in GST rate on mobile handsets
from 12% to 18% is not justified
A comprehensive review of India’s taxation policies, both domestic and otherwise, vis-à-vis the policy objectives
underlined in making India a global hub for electronic manufacturing, and especially mobile phones and components,
needs to be undertaken. This will include a review of GST and other taxes that impede the pace of exports from India.
The focal point of discussion herein is to highlight it to the policy makers that the increase in GST rates of mobile
handsets and its parts and components has not been much appreciated primarily due to the fact that the said decision
was based on an incorrect premise.

1. GST Tax rate increase is based on an incorrect premise
The decision by the Goods and Services Tax (GST) Council to increase tax rate on mobile phones was based on the
recommendations of ‘Committee of Officers on Augmentation of Revenue’ which analyzed the structural anomalies
in the GST rates and its effect on the economy. The suggestion put forward by the committee to increase GST rate on
mobile handsets was based on following28 :

1

2

Firstly, to correct the inverted duty structure
that existed in a mobile handset manufacturing
industry; and

Secondly, the justification given by the committee
to increase the GST rate for correcting the
inverted duty structure was based on the incorrect
understanding that Excise duty on mobile handsets
was approx. 12.5% in the pre-GST era.

In order to evaluate the correctness of decision taken by the GST Council, it is important to understand the duty
structure that existed in pre-GST era, at the time of introduction of GST and as on April 2020 on the mobile handset
manufacturing.
Tax structure before the implementation of GST
Manufacturing of -

Excise Duty

Mobile handset

1% (No Cenvat)29
12.5% (with Cenvat)30
1% NCCD (No Cenvat)

Components
(Battery Chargers, PS connectivity
cables, memory cards and handsfree headphones)

2% (No Cenvat)31
12.5% (with Cenvat)32
1% NCCD (No Cenvat)
NIL33 (in case imported for manufacturing of handsets)

Other parts and components or
sub-parts of parts and components

NIL34 (in case imported for manufacturing of handsets)

28 . Signed Minutes 39th GSTCM.pdf (gstcouncil.gov.in) (page 30 and 111)
29 https://www.cbic.gov.in/resources//htdocs-cbec/excise/cx-act/notifications/notfns-2012/cx-tarr2012/ce16-2012.pdf
30 https://www.cbic.gov.in/resources//htdocs-cbec/excise/cx-act/notifications/notfns-2012/cx-tarr2012/ce16-2012.pdf
31 https://www.cbic.gov.in/resources//htdocs-cbec/excise/cx-act/notifications/notfns-2012/cx-tarr2012/ce16-2012.pdf
32 https://www.cbic.gov.in/resources//htdocs-cbec/excise/cx-act/notifications/notfns-2012/cx-tarr2012/ce16-2012.pdf
33 https://www.cbic.gov.in/resources//htdocs-cbec/customs/cs-act/notifications/notfns-2012/cs-tarr2012/cs12-2012.pdf;jsessionid=227BBE08368287
231E74CF2DAD1D93D1
34 https://www.cbic.gov.in/resources//htdocs-cbec/customs/cs-act/notifications/notfns-2012/cs-tarr2012/cs12-2012.pdf;jsessionid=227BBE08368287
231E74CF2DAD1D93D1
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Product

VAT Rate

Mobile handset

On an analysis of the VAT rates as on 30.06.2017 for all states,
it is observed that more than 75% of the mobile trade was in the
4%-5% range
(A few states had a higher VAT rate between the range of 8%15%. Further, in some states such as UP, Assam, Orissa, WB, Goa
etc there were split rates based on the MRP of phones but even in
those states bulk of the sales were in the lower range).
Thus, the weighted average VAT rate based on the actual sales
in each state at the time of transition of tax regime i.e. as on 30
June 2017 was 7.2.35

Parts and Components or sub-parts of
parts and components

Standard rate of 5% as “industrial inputs” with a cap to ensure
that the VAT rate would never be more on the corresponding
finished items

Although two rates of Excise Duty i.e. 1%/2% and 12.5% were available to manufactures in India, practically,
they opted for 1%/2% rate bracket with ‘No CENVAT’ condition. Therefore, the rate of 12.5% becomes
irrelevant for domestic manufacturers. The rate of 12.5% was prevalent and relevant for importers, since they
could not sustain the condition of ‘No Cenvat’ credit.
Thus, practically the tax rate in pre-GST era for mobile handsets was always ~8.2% approx. [with 1% Excise Duty
(without Cenvat) + 7.2% VAT]. With introduction of GST, tax rates were to be rationalized in order to reduce
the burden on consumers. Effectively, rate on mobile handsets and its parts under GST should be aligned with
the policy impetus which focuses on the importance of incentivizing manufacture of mobile handsets in India.
Given the same, the rate should ideally be as low as 5% or at best should not have exceeded 12%.

With enactment of
GST law, GST @ 12%36 was
levied on mobile handsets
and on certain parts and
components which has now
been further increased by 50%
to a bracket of 18% w.e.f.
1 April 2020.

35 ICEA estimates
36. https://www.cbic.gov.in/resources//htdocs-cbec/gst/Notification%20for%20IGST%20rate%20Schedule-1.pdf
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Increase in tax rate from ~8.2% (average) in pre-GST era to 18% implies

a hike of more than 100%

18%
12%
8.2%
Pre-GST
~8.2% (1% ED
[without CENVAT]
+ 7.2% VAT)

GST upto March 2020
12% - on mobile phones
& certain components
18% - on sub parts of
parts and components

GST from April 2020
18% - on mobile phones
and certain components
18% - on sub parts of
parts and components

As discussed above, the mobile handset should have been under the GST rate bracket of 5%. However, the same
was kept at 12% which was eventually an increase in tax of almost 50% on this sector from a prevailing rate of ~8.2%
(approx.). As the industry was emerging from the impact of this increase in tax under GST, the Government once again
increased the rate by another 50% (i.e. from 12% to 18%). The increase in GST rate on mobile phones appeared to
be on the premise that Excise Duty on mobile phone was 12.5% in pre-GST era for domestic manufacturing also. The
fact that the 1%/2% Excise Duty was applicable and opted for almost universally appears to have not been considered.
Hence, the increase in GST rate from 12% to 18% appears arbitrary and is irreconcilable with the primary purpose of
Government initiatives and the policies. The said increase of GST from 12% to 18% was not welcomed by the industry37
as well.

2. Additional burden on end consumers
Mobile handset industry is a price sensitive market due to its low ASP (Average selling price) and this increase in GST
rate had an unintended impact by increasing the cost of manufacturing mobile phones which would ultimately lead to
an increase in consumer prices. Moreover, the nature of industry is such that the competition is fierce and thus, prices
of mobile phones are driven by market forces. As a consequence, the industry operates on thin margins due to the
competitive nature. The profitability of the industry is also impacted by the depreciating rupee factor of 7%38 which
has abridged the profit margin even further making it difficult for the players to survive in the industry. Hit to the
economic uncertainty due to COVID-19 added up to the woes leading to dampening of the demand. Therefore, with
increase GST rates, there will be an increase in consumer prices, ultimately leading to a decrease in demand in the
market and thereby, fragmenting the profitability of the manufacturers, most specifically during the pandemic. The
additional burden of cost due to increase in tax rate will be eventually transferred to the end customer.

3. Deterrent to ‘Digital India’ initiative
The “Digital India” initiative aims to digitally connect villages across the country as well as gram panchayats with
broadband internet, promote e-governance and evolve India into a more connected knowledge economy. The ‘Digital
India’ program envisages that Indian villages enjoy broadband connectivity as well as universal phone connectivity.
A smartphone is seen as a device that will usher in an era of connected human beings thereby enabling/ fulfilling the
above-stated objective. This in turns implies that to move a step closure in achieving the objective of ‘Digital India’, the
current population of feature phone users are to be shifted to smartphones.

37 . ICEA estimates
38. ICEA letter dated 20 March 2020 to Finance Minister, Government of Uttar Pradesh
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The current ASP of phones in India is US$86 (INR 6,450 approx) 39. As a developing country, India’s per capita income
is quite low and feature phones having as ASP of US$10.9 (INR 800 approx) 40 are cheap which provides that the sale of
feature phones in India is more than smartphones41 having an ASP of US$163.6 (INR 12,000 approx)42 . Currently, there
are approximately 450 million43 feature phone users in India.
Given that as part of ‘Digital India’ drive, the Government aims to convert the current feature phone users to smartphone,
the existing high cost of smartphone is being further amplified due to increase in GST rate. In other words, the increased
GST rate is augmenting the cost of purchasing a smartphone as the burden of additional taxes of approximately US$4,417
million will be ultimately borne by the consumers. To illustrate:

US$
4,417mn

$US
163.6

ASP of
smartphones

X

450 mn

feature phone
users

=

US$73,620 mn
is Sales value

+

US$ 13,251 mn
GST @ 18% on sales value

Having said above, with adequate policy initiatives already in place, India has the potential to become a ‘Digital economy’.

4. Adverse impact on GDP
A study undertaken in early 2020 by EY in collaboration with FICCI and ICEA titled “Mobile manufacturing industry: A
US$245 billion (INR 17 lakh crore) opportunity, provides an analysis on the estimated GDP impact on account of increase
in production of mobile handsets. The economic activity right from the construction of a manufacturing facility, production
of goods and provision of services to the activity of selling the manufactured goods contributes immensely to the GDP of
the country. At the time of manufacturing operations, the contribution to GDP would be in the form of expenses incurred
by manufacturers on salaries and wages, payments to suppliers, contract staff and professional services firms, auditors,
sales and administration personnel, power and fuel, repair and maintenance, printing and stationery, rent of premises,
communication and traveling expenses.

39 ICEA
40 ICEA
41 https://www.firstpost.com/tech/news-analysis/digital-india-4g-feature-phones-are-the-keys-to-indias-future-and-theyll-be-here-soon-3699897.html
42 ICEA
43 ICEA
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Additional cost
burden on
consumers due
to increased GST
rate =
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GDP has been defined as the function of sum of consumption (private final consumption expenditure), investment,
government spending and net exports. It can be depicted by the following formula:

GDP = C + I + G + NE (X-M)
C

Consumption

Consumption represents personal expenditure in the form of durable and nondurable goods and services. Examples include groceries, rent, jewellery, etc.

I

Investment

Investment denotes the business spending on capital goods which assist in
production of goods or provision of services

G

Government

Government spending is the amount spent by government on salaries of public
servants, infrastructure development, investment expenditure, etc.

X

Export

Export represents provision of goods and services to consumers outside the
country

I

Import

Import represent purchase of goods or receipt of services from outside the
country

One of the constituents for computing GDP is ‘Consumption’ which refers to private consumption expenditures or
consumer spending. Consumers spend money to acquire goods and services, such as household items, services etc
using their disposable income. India’s Private Consumption accounted for 57.9 % of its Nominal GDP in September
2020, compared with a ratio of 57.1 % in the previous quarter44. Thus, consumption accounts as the largest
contributor while determining the GDP of an economy which in turn means that any change in the consumption will
have a major impact on the GDP of the economy.
Households receive income from their labour and their ownership of capital, pay taxes to the government and then
decide how much of their after-tax income is left to consume. This income after payment of taxes is referred to as
‘Personal disposable income’. With the disposable income of the consumer kept constant and the prices of goods
and services increasing in the economy, the consumption expenditure is ought to decrease thereby having an
adverse negative impact on the overall GDP of the country ceterus paribus. The phenomenon is described as ‘Price
Elasticity of Demand’.
The ‘price elasticity of demand’ is the degree of responsiveness of the quantity demanded of a good to changes
in price of a good. A product is known to be elastic if the consumers are sensitive towards to changes in price.
Conversely, a product is inelastic when the consumers are not sensitive towards the changes in price. As per a
January 2009 research paper ‘Policy Paper Series issued by Vodafone on India – The Impact of Mobile phones’, the
estimated own-price-elasticity of mobile phones is minus 2.12, which implies that a 10% price increase would reduce
demand by roughly 21%45. Further, the said decrease in the demand of mobile phones will result into a proportionate
decrease in the GDP of the economy (with an assumption that the other constituents remain constant).

44 https://www.ceicdata.com/en/indicator/india/private-consumption--of-nominal-gdp
45 https://www.vodafone.com/content/dam/vodcom/sustainability/pdfs/public_policy_series_9.pdf
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Considering the
huge impact of the increase
in the cost on the entire
value chain of mobile phone
manufacturing sector on
account of increase in GST, it is
recommended that a corrective
action be taken immediately
on the said decision of GST
Council.

B. Impact of COVID-19 on mobile handset
manufacturing due to hike in GST rate
Countries have allocated and announced various economic stimulus packages for companies to diverge their
supply chain out of China, either back to their home country or an alternative location. For example, the Japanese
government has announced economic stimulus package of US$2.2 billion to help its manufacturers shift production
out of China.46 The electronics industry, particularly mobile phone is not an exception as renowned manufacturers
such as Wistron, Foxconn and Pegatron are mulling diversification/increase of production facilities outside of China47.

For India, the outbreak has provided an unprecedented opportunity48 to project
itself as an alternative destination for manufacturers to diverge from China.
However, what India requires is a right set of policy initiatives in order to attract global lead firms in India. Also, India
requires to scale its existing operations as well as capitalize this opportunity simultaneously. It will not be incorrect to
say that India has all the necessary capabilities, infrastructure, policies and other ingredients to transform itself into
a next global manufacturing hub for mobile handset manufacture. However, one of the challenges companies faced in
2020-21 was an increase in cost of production on account of increase in GST rate from 12% to 18% on mobile handsets
and certain parts and components.
Given that India has an opportunity to encash and augment its economy, we cannot overrule that COVID-19 has
significantly impacted India’s manufacturing operations. On account of operations being completely disrupted during
this phase, it is estimated that the same will have a downward effect on India’s GDP. Adding to this, the shutdown
of markets globally has resulted in reducing the availability of necessary inputs, disruption of manufacturing supply
chains, high rate of unemployment and a resultant demand shock.
46 . https://www.bloomberg.com/news/articles/2020-04-08/japan-to-fund-firms-to-shift-production-out-of-china
47 https://www.bloomberg.com/news/articles/2020-03-27/iphone-makers-look-beyond-china-in-supply-chain-rethink
48. https://www.livemint.com/news/india/world-s-gaze-may-shift-from-china-to-make-in-india-11587061384742.html
https://www.mckinsey.com/business-functions/risk/our-insights/covid-19-implications-for-business
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With the pandemic of COVID-19 followed by nationwide lockdown across the countries, economic activities all over
the Globe was on a standstill. Countries which were dependent on China, experienced palpable implications which led
companies reduce their reliance on China as a manufacturing base. Counties are now exploring possibilities of derisking out of China, diversify and shifting their supply chains to alternative locations such as India.
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The consumer buying capacity has also decreased to a great extent as there are increasing unemployment and salary
cuts which is impacting the income of the consumers. The said decline in the consumer buying capacity has a direct
impact on the sales of the mobile handsets and therefore, the sales graph of the manufacturers is also showing a
downward trend.
A report published by EY in collaboration with ICEA on ‘Mobile manufacturing in a post COVID-19 world’ in 2020, also
provides an analysis of the impact on mobile manufacturing due to the currency fluctuations wherein with an increase
in the US dollar rate by 6-8%, that input cost might also rise, thereby witnessing increase in prices from pre-April 2020
GST of 12% to a GST plus dollar hike cumulative impact of approximately 23%. With this kind of an arbitrage, a major
chunk of legitimate demand will very likely move to the grey market. Apart from being a difficult phase for the industry,
government revenues are also bound to suffer.

Thus, the actions by the government in implementing various schemes/
policies, providing various incentives to manufacturers has been trivialised
by the increase in GST rates which has only added to the despairs of the
industry instead of giving respite to them. Said increase has struck the
industry very hard especially during the COVID-19 pandemic49. The increase
in GST rates accompanied by low profit margins has curved the demand
graph down.
With increase in cost of mobile phones coupled with the rise in tax rate, the additional burden of cost will be
transferred to the end customer, which is bound to give a sudden rise to the activities of grey market. A grey market
basically means indulging into transactions which are done outside the authorized channels of trade. It may include
counterfeiting, smuggling as well as tax evasion of goods. There exists a considerable grey market for unbranded
mobile handsets in India. It is estimated that 20.8% of mobile handsets are sold via the grey market. The increase in
tax rate in the current COVID environment leading to further strengthening of a grey market will have a crippling effect
on the industry in ways such as:

49

01

Deters mobile device players from investing in business growth as well as
for research and development activities

02

Causes a signiﬁcant revenue loss for the mobile manufacturing industry

03

Cause loss to the exchequer in the form of foregone direct and indirect
taxes due to high rate of tax evasion in the grey market

04

Competition on price is not feasible: Due to the high rate of tax evasion and
un-authorised means of selling the products in the grey market, the cost of the
mobile handset is considerably less as compared to the product in the normal
market. Although, the Indian mobile handsets are of comparable or better quality,
they fail to compete on the price, as taxes and duties are not paid on the handsets
sold in the grey market

ICEA estimates
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It is pertinent to draw a nexus between the initiatives by the government to kick start
manufacturing of handset in India vis-à-vis their actions and decision to achieve the said goals.
On one hand, the government has declared mobile handset as ‘Goods of Special Importance’
under NPE 2012, followed by NPE 2019 wherein the focus was shifted from punitive measure like
duties to incentivizing the mobile phone industry with the objective of increasing the production of
mobile handsets in India for domestic as well as export purposes. On the other hand, the increased
GST rates on mobile handset and its parts or components by 50% i.e. from 12% to 18% effectively
making them expensive and thus, discouraging their consumption.
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C. No differentiation between trading and
manufacturing
The introduction of GST led to re-drawing of tax rate slabs and a blanket
applicability of standard rates viz. 0%, 5%, 12%, 18% and 28%.
An unintended consequence of the move was that the standard rates were applicable on ‘supply’ of goods or services and
did not provide any incentivization to manufacturers in the country. In an ideal scenario, since manufacturing activities
contribute to higher economic growth through local value addition, employment of workforce, availment of support
services etc., the tariffs shall be designed in such a way as to provide inherent advantage and cost competitiveness to
domestic manufacturers vis-à-vis traders.
Under the erstwhile regime, the manufacturing of mobile phones and related parts and accessories had inherent duty
differential advantage vis-à-vis import and trading:
•

Mobile phones manufacturing used to attract an Excise duty of 1% whereas if a finished mobile phone were to
be imported as such, it suffered a Countervailing Duty (‘CVD’; levied in lieu of excise duty) of 12.5% subject to
compliance of certain conditions50.

•

Similarly, parts, components and accessories of mobile phones used to attract CVD/excise duty at rates below.
Particulars

For manufacturing of

Applicable rate
Manufacturer

Trader
Standard CVD
rate, as applicable
on the product

Effective 17 March 2012 :
51

Parts, components and accessories

Mobile phones

Nil

Parts or components

Battery chargers, PC connectivity
cables, Memory cards and handsfree headphones of mobile phones

Nil

-

Nil

Charger or adapter

Mobile phones

2%

•

Inputs or parts

Charger or adapter

Nil

•

Inputs or sub-parts for manufacture of
parts mentioned at (a) above

Battery

Mobile phones

2%

•

Inputs or parts

Battery

Nil

•

Inputs or sub-parts for manufacture of
parts mentioned at (a) above

Wired headsets

Mobile phones

2%

•

Inputs or parts

Wired headsets

Nil

•

Inputs or sub-parts for manufacture of
parts mentioned at (a) above

Speakers

Mobile phones

2%

•

Inputs or parts

Speakers

Nil

•

Inputs or sub-parts for manufacture of
parts mentioned at (a) above

Sub-parts for manufacture of items above
Effective rates from 1 March 2016 :
50

Parts, components and accessories
Mobile phones
excluding charger or adapter, battery, wired
Headsets and speakers

Standard CVD
rate, as applicable
on the product

Nil

50 https://www.cbic.gov.in/resources//htdocs-cbec/excise/cx-act/notifications/notfns-2015/cx-tarr2015/ce12-2015.pdf;jsessionid=10D448E83707BA7A
26EB2F5621B5CEF8
51 https://www.cbic.gov.in/resources//htdocs-cbec/customs/cs-act/notifications/notfns-2012/cs-tarr2012/cs12-2012.pdf;jsessionid=227BBE083682872
31E74CF2DAD1D93D1
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As depicted in the table above, manufacturers enjoyed significant advantage under erstwhile Indirect Tax
regime whereas this has not been the case under GST regime.

D. No import IGST benefit for a
manufacturing-importer
The manufacturing of mobile phones is a technological marvel made possible through cutting edge technology
supported by sophisticated and high-tech machinery.

Moreover, the pace of technological development is such that new
trends and manufacturing processes routinely emerge in 3-4 years
requiring the manufacturers to continually invest in them.
Given above, it becomes imperative for manufacturers to spend a considerable amount on upgradations and
adoption of new processes frequently. Moreover, amidst high competition, manufacturing at scale plays a
crucial role to achieve economic viability (albeit with thin margins) and entails huge investments in building
manufacturing infrastructure resultantly.
The domestic availability of such capital goods required in mobile phone manufacturing is limited and as a
result, are required to be imported. Since the margins of manufacturers are usually thin, lower cash outflow
in the form of taxes paid on procurement would act as a catalyst to achieve operational capabilities. However,
the existing tax rate structure acts to the contrary and does not benefits manufacturers by, instead burdening
them with GST and import duty outflow on capital goods as well as inputs.
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An unintended impact
of the removal of duty
differential has been the
disincentivizing of manufacturers
and resultant loss of cost advantage
vs. traders. Given the economic
contribution of manufacturing
activity vis-à-vis mere trading, it is
recommended to re-instate the
tariff structure favourably
towards manufacturers.
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Given that the components as well as capital goods manufacturing ecosystem for mobile phones is nascent in
India, it is imperative to incentivize manufacturers to aid them achieve scale which is critical for cost competitive
manufacturing in India. The step of increasing the IGST rate by the Govt for removing the inverted duty structure
has no impact on levy of Customs duty on the imports of components and parts. For a manufacturer-importer,
BCD on the imports of components and parts will be continued irrespective of the IGST levied on these goods.
Also, paying IGST on imports and availing the benefit vide ITC is a revenue neutral situation. However, this
requires outflow of cash at the time of payment of IGST. Therefore, from Government’s point of view, this is a
revenue neutral scenario, importers should be incentivised with a lower or nil GST on their imports to minimize the
blockage of cash flow. This shall aid a manufacturer-importer with additional cash outflow that may be used for
scaling up the operations or adding further economic value to the supply chain/ operations.

Therefore, it is
recommended to
provide zero-rated GST
benefit on procurement
of capital goods as well as
inputs by mobile phone
manufacturers.

E. Credit blockage due to non-subsuming of
certain taxes under GST
Even though GST subsumed multiple taxes from erstwhile regime, there still exist some taxes which have specifically
been kept outside its ambit. As on date, the taxes not included within the purview of GST includes:

Central Taxes
1
2

Basic Customs Duty
Central Excise Duty on
tobacco, tobacco products
and petroleum products

State Taxes
GST

Taxes not
to be
subsumed

1

Entertainment tax

2

Taxes on vehicles

Duty on sale and consumption
of electricity
4 State Excise duty and VAT on alcohol
for human consumption
5 Stamp duty on registration of property
3

6

Road tax

7

CST on petroleum products
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The non-inclusion of said taxes under GST leads to a credit blockage as taxpayers are not be able to avail credit of
taxes paid on such supplies and thereby it becomes a cost. The mobile handset industry is no exception. Electricity
being a significant cost factor in the manufacturing process of mobile phones or parts and components, noninclusion of taxes on sale and consumption of electricity has a direct impact on the cost of manufacturing.

As per a report published by Center for Study of Science, Technology and Policy (CSTEP)
in 2012 on “Energy consumption and CO2 emissions by the Indian mobile telecom
industry”52, the total energy consumed by mobile telecom industry in 2010–11 was estimated
to be 163.3 PJ (‘Petajoules’). The total energy consumed in the manufacturing process
increased from 102.26 PJ in 2010 to 220.66 PJ in 2020 (estimate).
Typically, a manufacturing life cycle starts with Research and Development initiatives (R&D) which are positively
correlated with the productivity measures. Industries invest in R&D resources to create innovations and different
firms investing in R&D, aim for different types of outcomes at different stages of their life cycle. The said outcomes
affect the life cycle stages of a manufacturing process. However, the energy consumption in the process of
manufacturing of mobile phone is primarily divided in four different stages, namely:

01

Raw Material
Extraction
and Processing

02

03

04

Component
manufacturing

Mobile Phone
Assembly

Packaging and
Transportation

Raw material extraction and processing: Components of mobile phone are generally made of a large variety of
materials and substances and involves around 500-1000 different components. At this phase, raw materials are
produced and used in production of other materials and substances. The annual energy consumption of the raw
material extraction and processing unit for the year 2010 was estimated to be 13.4 PJ.
Component manufacturing: Manufacturing of components namely, ICB, semiconductors, LCD and housing, used in
a mobile phone. The ICBs and other components like capacitors and resistors are mounted on a printed circuit board.
The annual energy consumption for manufacturing mobile components was about 70 PJ.
Mobile phone assembly: The main process in phone assembly is component placement, attaching the components,
attaching components to ICB by soldering, assembling mechanical parts, electro-mechanical parts and components,
programming and testing. All the components manufactured are assembled along with the liquid crystal display to
create a mobile phone. In 2010, 1.2 PJ was consumed to assemble all mobile phones.
Packaging and transportation: This phase covers packaging main bodies together with the batteries and charger,
and then dispatching the phone in its sale package to the distributor/ retailer. A total of 17.5 PJ was consumed by
the packaging and transportation unit in 2010.

52 https://www.cstep.in/drupal/sites/default/files/2018-12/CSTEP_JP_Energy_Consumption_and_CO2_Emissions_by_the_Telecom_Industry_2012.
pdf
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Life Cycle of
Mobile Manufacturing 1
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Projected energy consumption of different sub - divisions in the manufactruing segment
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

1.2

13.44

20.68

29

6.27

70.12

107.88

151.31

0.1
1.57

1.17
17.53

1.8
26.97

2.52
37.83

2005

2010

2015

2020

Packaging and transpotation

Mobile phone assembly

Component manufacturing

Raw material extraction and processing

Basis the study conducted by CSTEP, consumption of electricity in mobile manufacturing has doubled
over a decade. As electricity consumption increases, so does the tax payment on electricity consumption. Given that taxes paid on electricity are not subsumed under GST, the same leads to increase in
cost and cascading effect of taxes on the manufacturer, ultimately impacting their profit margin (adverse impact). Although, the government has introduced Remission of Duties and Taxes on Exported
Products Scheme (RoDTEP scheme) for reimbursement of taxes/ duties/ levies, which are currently
not being refunded under any other mechanism (i.e. vat on fuel used in transportation of goods, duty
on electricity used, etc.), but are incurred in the process of manufacture and distribution of exported
products. However, the said benefit is by way of refund which will at the initial stage entail outflow of
cash thereby leading to blockage of working capital in the hands of mobile manufacturers.
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F. Blockage of huge working capital
1. Refunds in case of inverted duty structure
As a relief, the Government has allowed the taxpayers to claim GST refund of the tax paid on inputs.
However, miseries of the taxpayers still exist due to delayed processing and sanctioning of refunds by
the authorities. This adds to the problem of blocked cash flows resulting into the requirements of a
higher working capital to continue manufacturing operations which directly impacts the manufacturing
competitiveness in large. As a recommendation, putting into place strict timelines for the authorities to
sanction the refunds can be an alternative for overcoming the said issue.
Faster sanctioning of refund was another promise that was made at the time of introduction of GST.
Defeating the said promise, tax authorities currently are taking considerable time in processing refunds
i.e. beyond sixty days of maximum time limit specified in law. Delay in receipt of refund severely impacts
the working capital management requirement of the companies. Currently, refunds amounting to more
than INR 3,000 crores (in the state of UP alone) are pending to be processed and sanctioned by the
government to mobile manufacturing companies53

2. No refund of taxes paid on capital goods and input services

3. No refund of balance ITC in case of transfer of business from
one state to another
Currently, GST law does not provide for any mechanism wherein in cases where businesses are transferred
from one state to another, the ITC accumulated in the transferor state is lost. This is a loss to the
taxpayers and creates an unnecessary burden on the industry. In such cases, law should either provide a
mechanism for transferring such accumulated credit or should allow for claiming refund of the same.

53

ICEA estimates
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Absence of a mechanism to grant refund of accumulated credit of taxes paid on capital goods and input
services creates an additional burden on the industry thereby affecting cash flows. New manufactures
invest heavily on capex as well as business promotion to penetrate the market, but GST paid on such
expenses is becoming a cost. Such restriction can be waived off by allowing refund of taxes paid on capital
goods as well as input services to avoid cash flow blockages and thereby increasing working capital in
hand.
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G. Other industry specific issues
1. Post-Sale Discounts
Offering post-sale discounts to traders/ distributors/ retailers is a common industry practise. Any reduction on
account of discounts offered post sale of a product is not allowed as a deduction from the value of supply. Hence,
no benefit on account of reduction of GST is allowed in case manufacturers offer post-sale discount in the nature
of marketing expenses. The same adds on to the cost of product and ultimately is an additional burden on the final
consumer. A clarification on the same is indispensable

2. Additional Place of Business

3. Promotional Sample/ Goods
Mobile manufacturers undertake rigorous promotional activities wherein goods/ samples are distributed by them in
order to penetrate the market and beat their competition as a part of their competitive strategy. Such promotional
samples/ goods are treated as gifts which are ineligible supplies under GST by the Government official, thereby
restricting ITC availment by the businesses, instead of treating them as a marketing expenditure which is essential for
the business growth. A clarification in this aspect is critical to save the industry from unnecessary legal disputes and
credit blockages. A reference in this regard can be drawn from the recent Advance Ruling given by Karnataka AAR54
wherein it has been clarified that good distributed for sales promotion, are provided free of cost to the franchisees
and the same should be treated as an eligible marketing expenditure.

4. De-centralized registration and assessment
Mobile manufacturers in pre-GST era were compelled to take registration in each state where there was a
manufacturing plant as well as in the state where product was sold i.e. the registration was de-centralized. The issue
continues to be a matter of concern under GST, as companies are being compelled to take separate registration in
all States on account of its PAN India business operations. This leads to separate audit and assessments with respect
to each registration being conducted by the local tax officers. Adding to the same, law mandates maintenance of
separate books of account, records and documents at each registered location. This leads to a drastic increase in the
administrative burden and compliance cost to the company.

54 Advance Ruling No. KAR ADRG 54/2020 Dated 15/12/2020

A consequential GST step: Boon or Bane for Mobile Handset Industry?

Mobile handsets are a product of daily use which undergoes a lot of wear and tear thereby requiring repairs as well as
replacement of parts. For facilitation of the said function, spare parts of the mobile handsets are sent to the service
centres. Legally, spare parts are owned by the manufacturers but are placed at the service centres. Several disputes
have cropped up around the issue whether mobile manufacturers are required to add service centres also as an
additional place of business in their GST registrations and undertake all necessary compliances due to the fact that
products owned by them are lying at a service centre. A clarification in this aspect is crucial to put an end to several
disputes
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5. Restrictions in availment of ITC
Section 16 of the CGST Act prescribes certain conditions basis which ITC is to be availed by the taxpayers. One
such condition deals with the actual payment of tax being made by the supplier. In other words, ITC would be
available to the recipient only when the tax has been paid by the supplier of services. The recipient is being
penalized for a non-compliance on the part of the supplier which is against the spirit of law. In case of genuine
transactions, where GST has been duly paid by the recipient to the supplier and the default for not depositing the
tax with the Govt is on part of the supplier, the recovery of tax should be made from the supplier only who has
charged the tax and recipient should not be penalized by disallowing the ITC.
It is suggested that the law should be suitably amended to deal with the abovementioned issue and ease the
hardships of the taxpayers. A reference in this regard can be drawn from the recent decision given by Madras High
Court in the case of Writ petition wherein the issue was related to reversal of ITC in the hands of the buyer on
account of non-payment of taxes by the seller. Herein the Court has held that when it has come out that the sellers
have collected tax from purchasing dealers, the omission on part of such sellers to remit tax must have be viewed
very seriously and strict action ought to have been initiated against them.
Rule 36(4) of CGSTR Rules 2017 allows provisional credit of a prescribed percentage over and above the credit
matched in GSTR 2A. The data in GSTR 2A is reflected when vendor files return for the respective period. The
anomaly here remains that the recipient of service is always at the mercy of the vendors with regard to availability
of credit to him. In other words, the recipient who has duly paid tax to vendor is deprived of the credit till the time
vendor pays the tax to the government. In other words, the presence or absence of a transaction in GSTR – 2A
should not determine the eligibility of ITC when the GST has been duly paid by the recipient.

6. Used or intended to be used in the course of furtherance of
business
Apart from the above, Sec. 16(1) of CGST Act provides that ITC can be taken with respect to inward supplies of
goods or services which are used or intended to be used in the course or furtherance of business. However, certain
services have still been kept specifically marked under the ineligible category, despite them having a nexus with
business operations i.e. being used for furtherance of business operations, such as:
•

Motor vehicles and conveyances;

•

Food, beverages, club memberships and others;

•

Services of general insurance, servicing, repair and maintenance;

•

Rent-a-cab, life insurance, health insurance;

•

Works contract service;

•

Constructing an immovable property on own account;

•

Free samples and destroyed goods

ITC on such services should be available to the taxpayers as such services have a nexus with the business
operations.

7. Restriction on making zero rated supplies with payment of tax
under Section 16 of IGST Act
As per Section 16(3) of IGST Act, one of the option available to the taxpayers was to claim refund on supply of
goods or services on payment of IGST and claim refund of the same (Rebate route). However, the said provision is
proposed to be amended by Finance Act, 2022, to restrict the option of claiming such refund to specified class of
persons and supplies (which will be notified separately).
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The said amendment would increase onto the difficulties currently being faced by the exporters as claiming
refund of ITC on export of goods is more cumbersome (takes more time and has lengthy procedures) as
compared to rebate route.
Further, under the rebate route, businesses used to utilize ITC on capital goods for making payment of IGST
and claim refund of the same. This helped in liquidation of ITC on capital goods as refund of accumulated ITC
on capital goods is not available under the refund route (i.e. claiming refund on account of zero-rated supply
of goods or services under bond/ LUT without payment of tax and claim refund of the unutilized ITC on such
supplies). Thus, such an amendment posing restriction on claiming refund through rebate route is likely to
impact the working capital of the taxpayers whose major part of turnover is on account of exports.

8. Blocking of ITC without a notice or hearing (RULE 86A of CGST
Rules)
Rule 86A of CGST Rules (inserted vide Notification No. 75/2019 – CT dt 26.12.2019), grants power to the
Commissioner or an officer authorized by him to unilaterally block the electronic credit ledger without issue
of Show Cause Notice and without giving an opportunity of fair hearing. The same is violative of principles
of natural justice as the said rule is arbitrary, irrational and unduly harsh. Further, it is pertinent to note that
Section 73 of CGST Act 2017 specifically states that “where it appears to Proper Officer that any tax has
not been paid, short paid, erroneously refunded or credit has been wrongly availed other than the reason
of Fraud, wilful misstatement or suppression of facts to evade a tax’, a notice is to be served to the assessee
as to why the amount payable should not be levied under the Provision of The Act.” It may be said that Rule
86A denies the very basic principle of Section 73 of the Act which mandates issue of show cause notice
for demand of ineligible or fraudulently availed ITC. The said rule is also ultra-virus the Section 75(4) which
mandates grant of an opportunity of hearing where any adverse decision is contemplated against a Taxpayer.

9. Dispensing the requirement of issuing E-way bill when an
E -invoice has been issued
Issuance of IRN (i.e. E-invoice) while raising of invoices in case of B2B supplies under GST was made
mandatory from 1 October 2020 for all registered taxpayers having turnover greater than INR 500 crore
in FY 2019-20. Thereafter, it got extended to businesses with turnover more than Rs.100 crore and Rs. 50
crores from 1 January 2021 and 1 April 2021, respectively. Parallelly, E-waybills are being generated for the
said invoices in cases where goods are being transported. In other words, E-invoicing makes the system more
transparent on a micro level while creating the invoices, whereas the E-Way Bill system serves the purpose at
a later stage, i.e during transportation of goods.
The industry is now burdened with both E-way bills and E-invoicing. This poses a huge cost burden on the
industry. Herein, it is important to mention that since IRN or E-invoice are generated from GST portal itself on
real-time basis through vigorous validations. It appears that the this should obviate the need/ requirement of
issuing E-waybill to establish the genuineness of the transactions. Issuance of E-invoice as well as E-waybill is
nothing but duplication of the same job, creating huge load on ERP software and increasing the compliance
burden on the assessees.
Accordingly, it is recommended that the requirement of issuing e-way bill should be subsumed within
e-invoicing. The objective behind this integration of the e-invoicing system with the e-way bill system is to
make the entire process easy and automated.
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Hence, there arises a question of legal validity of the said Rule since according to the Principle of Legality
“Rules cannot override the Act”.
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10. No Facility to revise returns
In the pre-GST era, there was an option to revise returns under all Indirect Tax Laws. Not
providing the facility to revise returns under GST deprives the taxpayer of correcting any
inadvertent errors that may have been made, thus, leading to mismatches in books and
returns. The corrections are currently allowed by way of carrying out amendments and
adjustments in the subsequent returns which is an additional compliance burden on the
taxpayer as keeping track of each amendment in the return is in itself a huge task. It is
recommended that the option to revise returns be incorporated in the GST Law itself.

11. Mandatory Tax payment in cash
Rule 86B of CGSTR Rule 2017 mandates payment of 1% liability in cash where the value
of taxable supplies other than exempt supply and zero-rated supply exceed Rs.50 Lacs
in a month (except in specified cases). Such a move leads to working capital blockage for
taxpayers and seems to be against the spirit of GST Law.

12. State Level Authority for Advance Rulings with
different views
Under the current GST Law, each state has its own Authority for Advance Rulings. This
is often a deterrent since there is lack of uniformity amongst their Rulings. Hence, it is
recommended that one centralized Authority for Advance Rulings be established, or Statelevel authority rulings be made in consonance with rulings of other state authorities on
similar matters.
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Technical Glitches in the
GSTN system
It is a well-known fact that the introduction of GST was in the wake of the complex Indirect Tax
system that existed in earlier Tax regime which included multiple taxes, complicated compliances,
cascading effect of taxes etc. However, since the compliances associated with the earlier taxation
era were not digitized, evasion of taxes was seen to a large extent. GST was established with the
motive to eliminate loopholes of the pre-GST taxes, increase reliance on digitization and ease
the process of doing business. With this aim to digitize the entire tax compliances, Goods and
Services Tax Network (GSTN) was built to provide IT infrastructure and services to the Central
and State Governments, taxpayers and other stakeholders for implementation of the Goods and
Services Tax (GST) in India.
However, in an effort to eliminate loopholes and bring about digitization, the process of ease of
doing business has to some extent been compromised. This has adversely impacted business
across the country specially the small businesses and start-ups. After nearly 4 years from its
implementation, the GSTN system is still plagued with some technical issues as pointed out below:

01

Validations between IRP/ NIC portal (for issuing
E-invoices) and GSTN not consistent with each other
With the introduction of E-invoices from 1 October 2020, every taxpayer is required to
generate E-invoices through IRP portal (i.e. IRN to be generated). Separately, monthly
compliances to report the supplies made in a particular month are undertaken on GSTN
portal.
There are multiple validations on GSTIN portal e.g. local taxes should not be charged
for SEZ supply, rounding off validations etc. These validations are missing on IRP portal
leading to inconsistency between data on IRP Portal and GSTIN portal and issues in
auto population of details in GSTR-1
It is recommended that validations as available on GSTN portal for undertaking monthly
compliances should also be put on IRP portal for issuing E-invoices
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02

Auto population of data
from NIC portal to GSTIN
portal
There is a time lag of T+3 days for auto population
of data from NIC portal to GSTN portal. Such time
lag should be substantially reduced and should
ideally be reflected on a real time basis.
Further, report/ extraction of auto populated
records from GSTN portal takes substantial time
post sending the request for generation of such
report. The system should be updated to cater to
such requests on immediate basis.

03

Large processing time of
certain functions
Many times, taxpayers continue to face server issues
due to server overload on last date of compliances.
Certain functions on GSTN portal take lot of time e.g.
processing time to generate GSTR 2A and processing
of data sent for GSTR 1 population. This time can
reduce drastically.
Returns getting stuck due to technical issue or error
such as submission in progress and time lag between
return submitted to return available for signing off
can also be reduced.
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Table /section in Form GSTR-1 e.g. B2B,
B2CL etc. is restricted to 500 invoice/
record items for view and editing
The user is allowed to view records on GSTN portal only when
the records are less than 500. Such cases are required to
be catered through offline utility wherein a request has to be
submitted for each month for generation of offline utilities
which are then required to be converted into excel. The entire
process is very tedious and time consuming.
Thus, the option of editing or amending the data should
be made available to all taxpayers without any limit on the
number of records.

05

Restrictions in
Registration Amendments
Maximum PDF or JPG size is restricted to 1 MB
for any document upload and 100 KB of JPEG for
pictures. Due to this, it is not possible to upload
complete and clear documents. The capacity of
100 KB/ 1 MB should hence be increased further.
Updating of registration certificate is not a real
time process post approval of amendment. There
are also mismatches being observed between
physical RC uploaded and details appearing on
GSTN portal like swapping of director photographs,
incomplete details printed on RC etc.

06

Jurisdictional details

The jurisdiction details should be correctly
updated on GSTN portal for efficient and
effective communication between taxpayer
and department. There are cases wherein the
jurisdiction details appearing on GSTIN portal is
incorrect or not updated. Such details should be
updated on a timely basis

07

Failure to implement Initial Return
System of GSTR-1, 2 & 3 since
July 17
GST was introduced with a compliance framework wherein
taxpayers were required to file 3 returns , namely; GSTR-1:
details of output supply, GSTR-2: details of inward supply,
and GSTR-3: summary of inward and outward supply
along with which payment of net liability was required to
be made. But, due to certain technical difficulties, it could
not be implemented smoothly and GSTR-2 and GSTR-3
were omitted and a summary return in form GSTR-3B
was introduced which continues to be filed till date. Filing
of GSTR-2 and GSTR-3 would have allowed an inherent
matching of the credit in the hands of purchaser and avoid
a large number of credit frauds which happen today.
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08

09

GSTR-2A related issues

GSTR-9 and 9C issues

GSTR-2A is an auto-populated, systemgenerated inward supplies ITC register. There
have been instances wherein GSTR-2A available
on the portal itself does not match with the
GSTR 2A excel sheet that is downloaded
from the portal. Hence, taxpayers are unable
to decide which data is correct. This raises
a question on the reliability of GSTR-2A
downloaded from the portal.

The most common issue faced by taxpayers and Chartered
Accountants while uploading GSTR-9C is related to signing
of the form using Digital Signatures as the portal shows
‘Technical errors’ and the forms do not get submitted.

Further, there is no option available to generate
quarterly, half-yearly, or yearly report for GSTR2A. GSTR-2A can only be downloaded on a
monthly basis which is a tedious task when the
same is to be downloaded for a specific period.

Further, uploading GSTR-9C is a tedious and timeconsuming task as it involves various stages and comes
with many pre-requisites, such as:
•

The uploading of GSTR-9C requires Windows
Operating System of Version 7 and above;

•

The file being uploaded should be Microsoft Excel
2007 and above only

•

GST em-signer is to be downloaded from www.gst.gov.
in.

•

Internet Explorer 10+ is required for functioning of the
portal; and

•

The Java scrip being used should be Java 1.6 or
above.

It is important to mention that taxpayers are not experts
in computer systems, and thus are not assumed to know
all the required settings. The said technical requirements
poses a lot of hinderances to the taxpayers for undertaking
timely compliances.
Taxpayers even face errors of rounding off while uploading
GSTR-9 and 9C. A slightest difference in values of GSTR9/ 9C and data fed in offline tool of GSTR-9/ 9C, an
error report would be issued. To avoid such errors, one
needs to be precise while updating figures in offline. As a
recommendation, the offline tool itself should round off the
values to avoid errors while uploading the returns.
Further, auto-populated data of GSTR 2A many times is not
properly reflected in GSTR-9. The same leads to multiple
grievances being raised by the taxpayers which is nothing
but an additional compliance burden.
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E-way bill issues

Issue in Transition forms

The E-waybill portal was successfully rolled out
by the Govt for tracking the movement of goods
under GST. However, maintenance of two different
websites/ database i.e. one for undertaking GST
returns compliances and other for E-way bills,
leaves a knot in the implementation and data
reconciliations. E-way bill, GSTR-1 and GSTR-3B
mismatch notices have issued to the taxpayers. In
case auto-population of data in GSTR-1 is enabled,
it would reduce the burden of reconciliation and
mismatch.

The transition of credit was allowed only though
GST TRAN forms which could not be filed by
many taxpayers due to system glitches. The
government provides extension to cases where
taxpayers faced such errors, however, such
unnecessary delay caused financial hardship
for many businesses. The inabilities to file GST
TRAN forms resulted in disallowance of ITC to
taxpayers

Further, many times users are unable to login to
E-waybill portal through their registered Login ID’s
because of technical errors. This is a major issue in
cases where the goods are ready for movement but
cannot be moved as taxpayers are unable to login
to the portal to generate E-waybills.
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Website overload on due
dates

Unable to generate OTP

The GST portal faces technical glitches during
the due dates for filing GST returns. Due to
the website traffic, taxpayers are not able to
login to their GST portal. Accordingly, they are
required to wait till the traffic to clear in order
to file their GST returns within the prescribed
timeline.

At times difficulty in filing returns is faced by the
taxpayers where the website sends the OTP for
filing, but the same has not been received on the
registered e-mail ID of the taxpayer in time.

During the said situation, there are many cases
wherein the taxpayers are not able to file their
GST returns due to the said traffic and ends
up paying late fees for late filing of returns.
The taxpayers then have to prove that the
late filing of return was due to the technical
glitch on GST portal and there is no delay from
taxpayer’s end. The same is an unnecessary
burden on the taxpayers.

14
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No real time downloading
of returns

Issues in GST Helpline and
grievances redressal portal

Downloading the data uploaded by the
taxpayers in forms like GSTR1, GSTR-2A takes
approximately 20 minutes for each month.
However, the same should be made available
immediately on annual basis which any time
lag/ wait.

No response is received at times when the taxpayer
needs help, and where the helpline responds, no
record of the telephonic conversation is available
for further reference or evidences in case of
any ongoing/ future disputes. Many courts want
evidences and non-availability of it on GSTN creates
hardships to genuine taxpayers.
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A regular evaluation of the performance
of the sector and its benchmarking
with the stated objectives may assist
the government in bringing corrective
measures and take prompt actions,
wherever needed and enable the industry
foster and make it a champion sector that
is in line with the national objectives and
that boasts of creating Indian champions.
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Despite continuous efforts put in by the government to streamline the law,
GST remains a work-in-progress with changes/ improvements/ amendments
required in every aspect, namely, monthly returns, refunds, input tax credit etc.
The government should have a clear vision as to how they plan to streamline
the law and provide relief to the taxpayers. Making GSTN fully functional,
seamless invoice matching, simplification of laws and a uniform application
of e-invoicing to all would go a long way in making the system and processes
better. After four years of implementation, it is time to take stock to broaden
the tax base by bringing more sectors in the GST folds, the ad hoc mechanism
of lowering tax rates (specially for the mobile handset industry) and restricting
credits need to be done away with to build a true credit chain.
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