PRESS |

ndian Express, Delhi

Monday, 5th April 2021; Page: 8
Width: 70.61 cms; Height: 75.52 cms; a3; ID: 23.2021-04-05.63

On fuel price, crude fact

Bringing petro products under GST alone won'’t lower
prices. For that, Centre, states must make deep tax cuts

B

SusHIL KUMAR MODI

THE RISE IN global crude prices after August
2020 hasled to arapid rise in fuel prices across
the country, which has sparked ademand for
including petrol and diesel under GST. It is a
huge misnomer that merely including these

items under GST would lead to a lowering of

pump prices since the maximum rate on
these products would be capped at 28 per
cent. While a decision to subsume petrol and
diesel in GST would ultimately lie with the
GST Council, prices can be lowered only by
lowering the revenue that currently accrues
to both the Centre and the states on the sale
of these products, whether under GST or out-
sideit.

With the Centre and the states expected to
earn around Rs 5.5 lakh crore by way of rev-
enue from petrol and diesel during the cur-
rent fiscal year, prices cannot be lowered even
reasonably unless there are widespread tax
cuts by both the Union and all the states.

The Union and state levies put together
account for roughly 55 per cent and 52 per
cent of the retail price of petrol and diesel
respectively; these work out to around 135
per cent and 116 per cent of the base prices
of the two products respectively. Itis also in-
teresting to note that the central levy on
petrol and diesel works out to around 36 per
cent of the retail price while the state com-
ponent is around 20 per cent (diesel) to 28
per cent (petrol).

Moreover, it is worth noting that of the
total central levies on petrol and diesel, Rs
1.40 per litre and Rs 1.80 per litre is the basic
excise duty for the two fuels, and Rs 11 per
litre and Rs 18 per litre is the special addi-
tional excise duty. Both these components
form part of the divisible pool of taxes, 42 per
cent of which (approximately Rs 52,000
crore) goes to the states. The remaining por-
tion of Rs 18 per litre in both cases is the Road
and Infrastructure Cess and Rs 2.50 per litre
and Rs 4 per litre is the Agriculture
Infrastructure and Development Cess which
are retained by the Centre, to be used only
towards road and agricultural infrastructure
development.

With such heavy taxation, prices cannot
be brought down unless taxes are cut.
However, revenue from these products forms

Given the price build-up of
petrol and diesel in today’s
scenario, a 28 per cent levy of
GST on the base price would
fetch around Rs 540 per litre
on petrol and around Rs 545
on diesel to the central and
each of the state
governments as against the
current yield of Rs 32.90 per
litre on petrol and Rs 31.80
per litre on diesel to the
Centre alone and an average
of around Rs 20 per litre and
Rs 15 per litre on petrol and
diesel, respectively, to each of
the states. This, however,
would bring down the prices
of petrol and diesel to
around Rs 55 per litre even
though lowering the

prices to this level would
entail a staggering loss of
revenue to both the Centre
and the states.

such a significant component of overall gov-
ernment revenue that significant tax cuts
would be accompanied by significant loss of
almost assured revenue, since bulk of the rev-
enue from these products is contributed by
public sector undertakings.

Being demerit goods, fuel oils and liquor
are almost universally subject toa dual levy by
countries that implement any kind of VAT or
GST. The levy is a mix of GST at a fixed per-
centage of the price which qualifies for credit
inthe value chain and a fixed amount or per-
centage of the price which is not creditable
and is thus outside GST. Punitive taxes of this
order are levied primarily to discourage con-
sumption of environmentally degrading fos-
sil fuels and to garner revenues to fund infra-
structure, while the creditable component
enables offsetting of taxes on basically capi-
tal inputs.

These products are subjected to a plethora
of levies like VAT, excise duty, storage levies,
security levies and environmental taxes in
the EU and the total incidence of such taxes
ranges from around 45 per cent to 60 per cent.
In Canada, the tax on these products ranges
from 15 per cent GST (5 per cent in case of
non-participating provinces) plus around 25
to 30 cent per litre. The US is an exception in
these matters since it imposes taxes at rates
as low as around 15 per cent.

This model of dual levy is a tried and
tested mechanism and could have been eas-
ily enabled in the statute. However, the UPA
government deemed it fit to altogether keep
the basic petroleum products out of the am-
bit of GST. Clause 14 of the 115th Constitution
Amendment Bill introduced in 2010 sought to
define GST as any tax on supply of goods or
services or both, except taxes on the supply
of petroleum crude, high speed diesel, petrol,
natural gas, aviation turbine fuel, and alco-
holic liquor for human consumption.

After widespread consultation with stake-
holders, the NDA government introduced the
122nd Constitution Amendment Bill in 2014
whereby the only exclusion from GST was al-
coholicliquor for human consumptionand a
provision to the effect that the aforesaid pe-
troleum products would be subjected to GST
with effect from such date as the council may

recommend. Such a delayed choice approach
was adopted in view of the reluctance of
states to subject around 25-30 per cent of
their assured tax revenues to the initial un-
certainties of a new tax regime.

Accordingly, sections 9(2) and 5(2) of the
CGST/SGST Act and the IGST Act respectively,
explicitly provide for levy of GST on these
products with effect from such date as the
Council may recommend. This was a far
sighted move on the part of the NDA govern-
ment which now enables the levy of GST on
these products without making any further
amendment to the Constitution.

Thus, bringing the aforesaid petro-prod-
ucts under GST is not within the reach of the
central government alone — a vast majority of
states too would have to come on board.
However, bringing them under GST would
involve taking a call on a very tricky issue.

Given the price build-up of petrol and
diesel in today’s scenario, a 28 per centlevy of
GST on the base price would fetch around Rs
5.40 per litre on petrol and around Rs 5.45 on
diesel to the central and each of the state gov-
ernments as against the current yield of Rs
32.90 perlitre on petrol and Rs 31.80 per litre
on diesel to the Centre alone and an average
of around Rs 20 per litre and Rs 15 per litre on
petrol and diesel, respectively, to each of the
states. This, however, would bring down the
prices of petrol and diesel to around Rs 55 per
litre even though lowering the prices to this
level would entail a staggering loss of revenue
to both the Centre and the states.

Unless,acommensurate levy of non-cred-
itable excise duty/VAT (equivalent to the dif-
ference between the current yield of
central/state levies and the expected GST
yield)isimposed by the Union and the states,
this would translate into a revenue loss of
around Rs 3 lakh crore on account of petrol
and around Rs 1.1 lakh crore on account of
diesel to the Centre and the states, at current
volumes.

Clearly, bringing petro-products under
GST would not lower fuel oil prices by itself,
unless the Union and the state governments
are willing to take deep cuts in their revenues.
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