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“GST will be the best example of cooperative federalism. Together we will take India to new heights of progress. 
We continue to work with all parties and states to introduce a system that benefits all Indians and promotes a 
vibrant and unified national market. This reform will promote ‘Make in India,’ help exports and thus boost 
employment while providing enhanced revenue.” — Prime Minister of India, Mr. Narendra Modi, 3rd August 
2016. 
 
GST:  A NEW ERA OF REFORM 
GST is expected to be a game-changing reform for the Indian economy in the medium to long term since it will 
flourish a common Indian market and reduce the cascading effect of the tax on the cost of goods and services. If 
implemented, GST will result in a complete overhaul of the Indian indirect tax system with wide-ranging 
implications including tax structure, tax incidence, tax computation, tax payment, compliances, and credit 
utilization and reporting. It is also expected that supply chain and other operational planning opportunities and 
efficiencies may be available, depending on a company’s facts. However, in the short-term/transitional phase, all 
Industry, including the pharmaceutical industry, are likely to face a number of challenges, including possibly 
negative financial impacts, the need to assess existing supply chain structures, the need for reconfiguration of IT 
systems and more. It is, therefore, critical that companies become well known for the proposed GST legislation, 
begin assessing the impacts that GST is likely to have on their business operations and begin to 
develop/implement a plan to manage this mega-change by the expected implementation date. 
 
WHERE WE STAND TODAY 
Today The Government has consistently trying to implement GST and has taken a number of steps in that 
direction. In 2016, the Finance Ministry released the Model GST Bill, which outlined the construct of the 
proposed legislation and provided further insights into the proposed GST. This was an important development 
on the path to implementing and providing much-desired visibility into the intricacies of the proposed tax. In 
addition to this an effort to promote broad support for the proposal, the Government will provide 100% 
compensation to states for any loss of revenue resulting from GST, for a period of five years. The Government 
has planning to establish the IT infrastructure facility for the Goods and Services Tax Network (GSTN), a company 
responsible for developing the technology infrastructure required to support and enable the GST law. Infosys 
was awarded the government contract for developing the IT infrastructure for GSTN and the work is currently in 
progress. Under the Constitution of India, the power to levy indirect taxes is divided between the Central 
(federal) and state governments. In order to implement GST, the Constitution would need to grant authority to 
both Central and state governments to collect the tax on the same transaction.  
 
Finally, after over a year of inactivity and political posturing, critical milestones have been achieved within a 
short time period, namely: 
• The GST Bill was cleared in the Upper House of Parliament on 3 August 2016 with unanimous support from all 
parliament members. 
• On 1 September 2016, the GST was approved by 50% of the state assemblies in India. 
• On 8 September 2016, the President of India provided consent for the enactment of the GST Bill, which 
concludes the process of amendment of the Constitution. 
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CURRENT TAX STRUCTURE IN INDIA  
Given below is a snapshot of major indirect tax in India. 

 
 
These are the key milestones in the GST law in India and cover the way for the final step in the implementation 
process, which will be involving the establishment of the GST Law Council within 2 months of the date of 
enactment. The GST Council shall have powers with reference to deciding GST rates, thresholds, exemptions 
etc., and will be critical to shaping and establish the final GST rules and requirements. 
 
SALIENT FEATURES OF THE MODEL GST LAW 
As illustrated in the chart below, the current indirect tax regime and related compliance requirements and 
obligations in India are very complicated and complicated. The rights to levy indirect taxes are spread among the 
Government (e.g., tax on manufacture and services), state governments (e.g., tax on sale and entry into notified 
areas) and municipal authorities (e.g., tax on entry into municipal limits). Under the GST Law, GST has been 
defined as a tax on the supply of goods and services. Simply put, GST constitutes a supply based levy, whereby 
the current triggering events for levy of the tax, such as manufacture, sale, rendering/receiving of service, etc., 
will be eliminated. It is proposed by the committee that multiple indirect taxes would be subsumed into a dual-
structure GST levy, with two components of tax Central GST and State GST being applied to the very supply of 
goods and services within the same state (i.e., intra-state sales). Import and inter-state movement of goods and 
services would be subject to Integrated GST (IGST). 
 
CONSIDERATIONS FOR THE PHARMACEUTICAL INDUSTRY: 
Opportunities to create supply chain efficiencies It is not uncommon for midsize to big companies to control 20–
25 warehousing locations in India; one in every of the key reasons for this arrangement is the current indirect 
tax regime. Underneath this regime, interstate sale of goods attracts tax (Central Sales Tax) which is not 
creditable to the buyer, whereas interstate movement of goods across warehouses of the constant company 
isn’t subject to tax. Hence, pharmaceutical corporations have acquired a decentralized supply chain model 
whereby multiple warehouses placed in several states in India have been operated to avoid tax outpouring from 
the direct interstate sale of goods. Since GST on interstate sale of goods would be worthy underneath the Model 
GST Law, there exists a chance for companies to revisit current supply chain structures, the quantity of 
warehouses being operated, etc. Similarly, there could exist opportunities to optimize sourcing strategies to 
attain significant supply chain cost savings. For example, companies have traditionally designed their sourcing 
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strategies with the primary goal of minimizing indirect taxes incurred under the current regime (i.e., whether to 
procure from within the state or from outside the state). Post-implementation of GST, these tax 
limitations/restrictions would stop to exist, thereby affording a lot of flexibility and enabling companies to shift 
their focus to non-tax sourcing considerations, which may be including purchase price, logistics cost, etc. As a 
result, through earlier planning, the transition to GST law may provide Pharmaceutical Corporation with a 
competitive advantage in terms of pricing and big margins. 
 
INVERTED DUTY STRUCTURE 
Currently, Central excise duty (tax on manufacture) is charged at 12.5% for API, whereas the formulations 
manufactured companies there from are subject to Central excise duty at 6% on the MRP of said goods minus a 
special abatement. This results in substantial accumulation of input tax credit for the manufacturer with no legal 
provision to obtain a refund of this credit. The GST law provides for a refund of credits accumulated beneath the 
current indirect tax regime ensuring from the higher tax rate on inputs vis-à-vis the lower tax rate on outputs. 
The provision provides for the transfer of such accumulated credits into the projected GST regime. This clearly 
represents a welcome proposal and potentially vital profit for the pharmaceutical industry, which so far has 
been unable to legitimize the amounts of blocked credits.  
 
Outsourcing work model Corporations within the pharmaceutical industry in India usually depend upon third-
party entities to manufacture finished product for and on their behalf. This arrangement is often spoken to as a 
“job work” model or “loan licensee” model. Beneath the current regime, tax obligations of parties under a job 
work model are relatively clear and straight forward: The principal supplies input material to the job worker’s 
premises with no tax implication and limited documentation. The job worker makes the payment of excise duty 
on the manufactured formulations based on the MRP of said goods as declared by the principal. Special 
provisions for GST-free movement of input goods/ material for job work have been provided in the Model GST 
law. However, the process that companies will need to follow to permit for such free movement of input 
goods/material might become comparatively cumbersome under the GST regime. In cases in which the 
permission is not granted or delayed, the supply of input materials for job work would attract GST. This 
requirement of obtaining permission could be time-consuming, especially during the transition phase, and may 
create operational and financial challenges for companies. The pharmaceutical industry would greatly benefit to 
the extent the Government was to convert the proposed job-work-related approvals requirement to a self-
declaration model. This would result in greater efficiency and permit companies to avoid the possibility of a GST 
outlay (i.e., negative cash outflow). For this reason, industry should actively engage with and lobby the 
Government to include this transformation. 
 
TAX-FREE ZONES 
In India, many companies involved in the manufacture of pharmaceutical products have set up their plants in 
locations where the Government has offered indirect tax exemptions/ incentive schemes (such as Baddi). These 
schemes provide for either upfront exemption or refund of taxes paid. Continuity of these location-based 
indirect tax benefits under the GST tax regime is very critical, as companies have made notable capital 
investments in such areas due in part to the availability of tax incentives. If the incentives are discontinued 
earlier, such companies are likely to face major financial challenges. This may also indirectly impact the cost of 
medicines and the final price to be paid by the patients. The GST Council to be formed by the Government will 
be allowed with determining the fate of such exemptions under the GST. The pharmaceutical industry has 
shown to the Government that current benefits should be exempt under the GST regime. One of the models the 
Government could consider if amenable to exempt such benefits is to require firms to pay GST on their finished 
goods, and then allow them to claim a refund of benefits. Again, as such incentives have represented a 
significant benefit for the industry in India, it is important that developments in the pharmaceutical industry be 
closely monitored and considered in terms of the potential financial impact, and that the industry continues to 
actively engage with and the governments from which they are currently receiving such incentives scheme.  
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FREE SUPPLIES  
Pharmaceutical companies supply medicines free of charge as samples for doctors and as supplies to the World 
Health Organization (WHO) and Government as part of health awareness programs, and patient assistance 
programs, etc. Currently, free supplies are subject to Central excise levy (tax on manufacturing); they are 
typically not subject to any state VAT/CST. Under the proposed GST regime, the manufacturer made free of 
charge and other intra-company movements, as illustrated above, would be subject to tax. This is a 
representation of a major change and could potentially have significant negative impacts on industry’ budgets, 
levels of available spending in connection with such programs and the overall cost of supporting patient assist 
programs runs by companies. 
 

 
 
Therefore it is very important that the pharmaceutical industry actively involves with the committee and the 
Central and state governments in support of exempting tax from these types of transactions from GST (i.e., zero 
value transactions) and not requiring any turnaround of input tax credits. GST is expected to have a far-reaching 
impact on industry’ business operations. Pricing of products and services, supply chain, logistics and 
procurement, accounting, IT systems, tax compliance and other areas will be affected drastically. With respect 
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to IT systems, enterprise resource planning systems (ERP) will likely need to be reconfigured including 
developing new tax masters, which can be time-consuming and very expensive. Creating awareness and 
educating key internal and external stakeholders of companies, including suppliers and distributors, will need to 
represent a key component of every company’s GST change management process and implementation plan.  
 

The next couple of months will be critical in determining whether GST which is being implemented in April 2017 
is helpful or not for industry. It is currently very unclear whether the Government will be ready with the 
necessary administrative construct and support. It is also uncertain whether the GSTN, which is vital to 
implementation when it will be functional.  
 

It is recommended that pharmaceutical industry begins now the process of assessing the potential impacts to 
their business and developing and achieving four key objectives plans: 
a) Involve the Government on issues and requirements that are important to running the business in an effort to 
influence the GST Bill.  
b) Avoid any disruption on business with cut-over date 
c) Achieve 100% compliance with all legal and regulatory requirements under the GST 
d) Identify and implement any available current tax and business/operational planning or management cost 
opportunities, which recognizing that implementation of such opportunities may require long lead times. 
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