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GST 2.0: Steering India’s tax policy towards a trust-based, liberal and judicious 
framework 

 
In brief 

The 56th GST Council Meeting was held on 3 September 20251, following a significant gap since the 
previous meeting in December 2024. This meeting marked a pivotal moment in India’s tax history, as 
it introduced a series of reforms collectively referred to as ‘GST 2.0’. These changes represent a 
strategic evolution of the GST regime, which was first implemented in 2017. As highlighted by Prime 
Minister Narendra Modi during his Independence Day address from the Red Fort on 15 August 2025, 
the next-generation GST reforms are designed to improve the quality of life for all citizens and 
promote greater ease of doing business. 

The key highlights of these reforms are broadly summarised under the following heads in this edition 
of the Tax Insights. 

I. Recommendations related to changes in GST rates 

II. Recommendations related to substantive legislative amendments 

III. Recommendations related to trade facilitation 

 
In detail 

I. Recommendations related to changes in GST rates 

• GST 2.0 introduces a significant shift from the previous multi-tiered tax framework, which was 
often a source of classification disputes and compliance complexities. The new regime streamlines 
the structure into two primary rates: a standard rate of 18% and a merit rate of 5%. Additionally, a 
de-merit rate of 40% will apply to select luxury and sin goods, with these changes largely taking 
effect from 22 September 2025. 

• The compensation cess, previously applicable to a broader range of products, has now been 
discontinued for most goods. However, it will continue to apply to pan masala, tobacco, and 
related products. For a sector wise detailed list of revised GST rates for goods and services, please 
refer to Annexure I. 

II. Recommendations related to substantive legislative amendments 

Amendment in place of supply provisions for intermediary services under section 13(8) 

 
1  PIB Press Release dated 3 September 2025 
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of the IGST Act 

Background 

• There has been ongoing ambiguity and litigation regarding the classification of intermediary 
services under section 13(8)(b) of the Integrated Goods and Services Tax Act, 2017 (IGST 
Act). The existing provision treated the location of the supplier as the place of supply for 
intermediary services, which often resulted in such services provided to foreign recipients being 
taxed under the GST law, thereby denying export benefits and zero-rating to Indian service 
providers. 

GST Council recommendation 

• Omission of clause (b) of section 13(8) of the IGST Act. 

• Following this amendment, the place of supply for intermediary services will be determined as per 
the default rule under section 13(2) of the IGST Act, i.e. the location of the recipient of such 
services. 

• This change will enable Indian exporters of intermediary services to claim export benefits, 
including zero-rating, subject to fulfilment of other conditions. 

• This recommendation is expected to resolve disputes, provide greater certainty to taxpayers and 
enhance the global competitiveness of Indian service providers. 

• Conversely, this amendment will result in reverse charge implications for recipients who receive 
intermediary services from overseas suppliers. 

• The language of the press release suggests that the amendment will be introduced prospectively. 

Amendment to sections 15 and 34 of the CGST Act in respect of post-sale discount  

Background 

• There has been persistent litigation in regard to the treatment of post-sale discounts, particularly 
in relation to the conditions under which the value of supply may be reduced through the issuance 
of credit notes and the corresponding implications on input tax credit (ITC) for recipients. 

• Uncertainty also exists regarding the appropriate tax treatment of discounts provided for 
promotional activities undertaken by dealers. 

GST Council recommendation 

• Omission of section 15(3)(b)(i) of the Central Goods and Services Tax Act, 2017 (CGST Act), 
thereby removing the requirement that discounts must be established in terms of an agreement 
entered before or at the time of supply and specifically linked to relevant invoices. 

• Amendment of section 15(3)(b) of the CGST Act to provide that discounts may be granted through 
a credit note issued under section 34 of the CGST Act, and to correspondingly amend section 34 
of the CGST Act to include reference to section 15(3)(b) of the CGST Act requiring reversal of ITC 
by the recipient where the value of supply is reduced through a GST credit note. 

• Rescinding the earlier Circular No. 212/6/2024-GST dated 26 June 2024 that provided a 
mechanism for compliance with the condition relating to reversal of ITC by the recipient [as 
mentioned in section 15(3)(b)(ii) of the CGST Act]. 

• Issuance of a circular to clarify the following: 

− No requirement to reverse ITC on account of a post-sale discount through financial or 
commercial credit note. 
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− The treatment of the post-sale discount provided by a manufacturer to the dealer as additional 
consideration in the transaction between the dealer and the end customer. 

− Treatment of post-sale discount as consideration in lieu of promotional activities etc. 
performed by the dealer. 

• These proposed changes are intended to simplify compliance and reduce disputes regarding post-
sale discounts and credit notes. Industry can now undertake a comprehensive review of their 
incentive schemes and optimise tax on secondary discount schemes. 

• Allowance of credit reversals on account of secondary discount scheme by the government could 
be made possible because of the recently introduced Invoice Management System (IMS) which 
provides enhanced tracking and visibility, facilitating confirmation of credit note acceptance by 
the recipient and ensuring the corresponding reversal of ITC. 

• The proposed clarifications are likely to have far-reaching implications. Therefore, it is essential 
to closely examine the fine print of the circular to accurately assess their actual impact. 

RSP-based valuation under GST for specified tobacco and related products 

Background 

• GST is being levied on the transaction value, which has led to concerns about undervaluation and 
revenue leakage. 

GST Council recommendation 

• GST on pan masala, cigarettes, gutkha, chewing tobacco, zarda, scented tobacco and 
unmanufactured tobacco be levied on the basis of the retail sale price (RSP) instead of the 
transaction value. 

• This move aims to ensure uniformity in valuation, prevent tax evasion and enhance revenue 
collection. 

• The necessary amendments to the Central Goods and Services Tax Rules, 2017 (CGST Rules) will 
be made, and relevant notifications will be issued out to operationalise this change. 

Risk-based provisional sanction of refund for IDS under section 54(6) of the CGST Act 

Background 

• Currently, there are no specific enabling provisions in the GST law that provide for the grant of 
provisional refunds in cases involving inverted duty structure (IDS). The existing provisions for 
provisional refunds under section 54(6) of the CGST Act are primarily applicable to zero-rated 
supplies and do not expressly cover refunds arising due to accumulation of ITC on account of IDS.  

GST Council recommendation 

• Section 54(6) of the CGST Act will be amended to allow 90% provisional refunds in IDS cases, 
similar to zero-rated supplies. 

• Pending the requisite amendments in the CGST Act, instructions will be issued by the Central 
Board of Indirect Taxes and Customs (CBIC) to field formations to grant 90% provisional refunds 
based on system-driven risk assessment. 

• This measure is aimed at facilitating timely refunds for taxpayers affected by IDS and will be 
operationalised from 1 November 2025. 

Amendment to section 54(14) of the CGST Act to provide for GST refunds for low-value 
export consignments 
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Background 

• Previously, exporters faced challenges in claiming GST refunds for low-value export 
consignments due to the existence of a threshold limit of less than INR1000 under section 54(14) 
of the CGST Act. This impacted small exporters who were exporting by courier or postal modes, as 
their refund claims were often denied since the value of the export consignment was below the 
prescribed threshold.  

GST Council recommendation 

• Amendment of section 54(14) of the CGST Act to remove the threshold limit for refunds arising 
on exports made with the payment of tax. 

• This amendment will enable all exporters who are exporting low-value products through courier 
or postal modes to claim GST refunds. 

• The measure is aimed at facilitating ease of doing business for small exporters and promoting 
exports by ensuring that refund benefits are accessible to all. 

III. Recommendations related to trade facilitation 

Sanction of risk-based provisional refund for zero-rated supplies under rule 91(2) of 
the CGST Rules, 2017 

Background 

Section 54(6) of the CGST Act mandates the provisional refund of 90% of the total refund claimed, 
especially for zero-rated supplies by registered persons. However, tax authorities often do not comply 
with this provision, resulting in significant delays and causing liquidity issues for exporters. These 
delays disrupt business operations and erode confidence in the GST refund process. Ensuring timely 
and consistent processing of provisional refunds, based on risk assessment, is essential to support 
genuine exporters and uphold the intent of the law. 

GST Council recommendation 

• From 1 November 2025, rule 91(2) of the CGST Rules will be amended to allow the proper officer 
to sanction 90% of the refund claimed as a provisional refund, based on system-driven risk 
assessment. 

• In exceptional cases, the officer may conduct detailed scrutiny instead of granting a provisional 
refund. 

• A notification will specify categories of registered persons not eligible for provisional refunds. 

• The amendment aims to ensure timely refunds for genuine exporters and suppliers, while 
safeguarding against fraudulent claims. 

Simplified GST registration scheme for small and low-risk businesses 

Background 

• The GST registration process for small and low-risk businesses has often been considered 
cumbersome, leading to delays and compliance challenges for new applicants, particularly those 
with limited resources. 

GST Council recommendation 

• Introduction of an optional simplified GST registration scheme which is to be operationalised 
from 1 November 2025. 
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• Under this scheme, registration will be granted on an automated basis within three working days 
from the date of submission of the application for the following: 

− low-risk applicants, and 

− those who, based on self-assessment, determine that their output tax liability on supplies to 
registered persons will not exceed INR0.25m per month (inclusive of CGST, SGST or UTGST, 
and IGST). 

• The scheme will provide applicants with the flexibility to voluntarily opt in or withdraw the 
registration application at any time, offering significant benefits to approximately 96% of new 
applicants seeking GST registration. 

• This measure aims to ease compliance and facilitate business operations for small and low-risk 
entities. This would also benefit small suppliers supplying through Electronic Commerce 
Operators (ECO). 

Simplified GST registration scheme for suppliers supplying via ECO 

Background 

• Small suppliers making supplies via ECOs across multiple states have faced significant 
compliance challenges, particularly with the requirement to maintain a principal place of business 
in each state under the current GST framework. 

GST Council recommendation 

• In principle, approval of a simplified GST registration mechanism for small suppliers supplying 
through ECOs across multiple states. 

• The detailed modalities for operationalising this scheme will be placed before the GST Council for 
further consideration. 

• The proposed measure is expected to ease compliance requirements and facilitate broader 
participation of small suppliers in e-commerce activities across India. 

Operationalisation of GSTAT 

Background 

• Taxpayers were facing various challenges due to a delay in the constitution of the Goods and 
Services Tax Appellate Tribunal (GSTAT) due to which taxpayers had to approach High Courts for 
the resolution of high-stake GST disputes.  

• This led to higher litigation costs for the taxpayers and added to the burden of the judiciary. 

• The Government of India had recently appointed Member (Technical) and Member (Judicial) for 
GSTAT which would commence the proceedings at the Tribunal level as provided by the statute. 

GST Council recommendation 

• Filing of appeals before GSTAT will be made operational before the end of September 2025. From 
the previous updates in this regard, appeals would be required to be filed online followed by 
physical submission of the appeal. 

• Hearings for all appeals filed before the GSTAT scheduled to commence by the end of December 
2025. 

• The deadline for filing backlog appeals is 30 June 2026, providing a timeline of about nine 
months for the taxpayers to file appeals. 
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• The Principal Bench of the GSTAT will also function as the National Authority for Advance 
Ruling. 

The takeaways 

The existing four-tier rate structure has been rationalised to a citizen friendly two-rate structure with 
a standard rate of 18%, merit rate of 5% and a de-merit rate of 40% for a select few goods and services 
(sin and super luxury). Keeping in mind the interest of the general public and the industry alike, GST 
rates for essential consumable goods, textiles and small cars have been reduced. Sectors such as 
renewables, fertilisers and textiles are seeing a correction in the IDS. The levy of compensation cess, 
which was expected to be completely discontinued, continues to apply for tobacco, pan masala, 
cigarette and other related items, while it has been subsumed by increasing the GST rates for items 
such as aerated drinks, cars and coal.  

The long-awaited removal of section 13(8)(b) of the IGST Act is a significant, export friendly reform 
that allows Indian intermediary service providers to claim export benefits and zero rating, enhancing 
clarity and global competitiveness. However, the effective date of this amendment, i.e. whether 
prospective or retrospective, remains to be clarified, which will determine its impact on past disputes. 

Taxpayers across various sectors commonly issue commercial credit notes for reasons such as post-
sale discounts. With the proposed relaxation of the requirement to establish a prior agreement for 
discounts before or at the time of supply, taxpayers may now be eligible for reductions even when 
such discounts are given post the sale. This change enhances commercial flexibility and aligns with 
evolving business practices. Additional clarifications regarding the treatment of post-sale discounts 
are anticipated in an upcoming circular. The clarifications outlined in the press release could have 
significant implications for taxpayers. Therefore, a careful review of the circular, once issued, will be 
essential to fully understand its impact.  

Some important trade facilitation measures were announced. The risk-based provisional refunds and 
the removal of value thresholds will enable faster and more inclusive GST refunds for exporters and 
suppliers, including IDS and low-value exports. These measures aim to streamline refund processes, 
support small businesses and enhance trade facilitation while maintaining safeguards against fraud. 
The proposals for simplified, automated registration schemes will ease compliance and support small 
and low-risk businesses, including those supplied through ECOs across multiple states. While the rate 
on composite supply of works contract services involving earth work has been increased from the 
existing 12% to 18% (somewhat offsetting the benefit from the reduction in the rate on cement), relief 
has been provided to services of hotel accommodation, services in relation to job work, etc. Much 
anticipated relief has also been provided to the insurance sector. All individual health and life 
insurances have been exempted. However, a similar exemption has not been provided for group 
insurance.  

The changes in GST rates for services provide concessional rates for essential and government-related 
services, with options for availing or foregoing ITC.  

The frequently asked questions (FAQs) issued post the meeting mentions that refunds of 
accumulated ITC on account of an IDS are not permitted for supplies made up to the effective date of 
a rate change, where the accumulation arises solely due to a reduction in the output tax rate, as stated 
in Circular No. 135/05/2020-GST (as amended) dated 31 March 2020. However, certain courts have 
granted refunds in such scenarios, indicating differing interpretations. Consequently, the legal 
validity of these FAQs and the underlying circular is likely to be subject to judicial scrutiny in the 
future. 

Furthermore, the much-awaited operationalisation of GSTAT will significantly strengthen the 
institutional framework of GST by providing a robust mechanism for dispute resolution.  
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Annexure I – Recommendations related to changes in GST rates 

All changes in the rates of goods and services mentioned below (except tobacco, pan masala, cigarette 
and such other products) would come into effect from 22 September 2025.  

GST rates for tobacco, pan masala, cigarettes and such other products will continue at existing rates, 
including compensation cess wherever applicable, till loan and interest payment obligations under 
the compensation cess account are completely discharged. (goods marked with * in the tables below). 

Changes in rate of goods 

Sector From To Description 

Transportation 
 

28%  18%  Small cars refer to petrol, LPG or CNG cars with engine 
capacity up to 1200 cc and diesel cars with engine capacity 
up to 1500 cc 
 
Motorcycles up to 350cc 

 
Three-wheelers, buses, trucks, ambulance, etc. 
 
Auto parts irrespective of their HSN (other than specified 
parts of tractors) 

28% 40% Cars and motorcycles other than those covered above 

Coal 5%  18%  Coal and coal related products 

Health 

12%/ 5% Nil Lifesaving drugs and medicines used for treatment of 
cancer, rare diseases and other severe chronic diseases 

12%/ 
18% 

5% Other drugs and medicines, medical equipment and 
supplies 

Common man items 
18%/ 
12%  

5%  Household items, toiletries 

Consumer electronics 28%  18%  Consumer durables like AC, dishwasher etc.; electronics 

Footwear 12%  5%  Footwear of sale value not exceeding INR2,500 per pair  

Food 
 

5%/ 18% Nil Dairy products and all Indian breads  

12%/ 
18% 

5% Packaged foods and confectionaries 

18%/ 
28% 

40% Pan masala*, caffeinated beverages, carbonated beverages 
of fruit drink or carbonated beverages with fruit juice, other 
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Sector From To Description 

non-alcoholic beverages covered under HSN 22029100 and 
220299  

Renewable energy 12%  5%  Renewable energy devices and parts for their manufacture 

Tobacco 
 

18%  5%  Bidi wrapper leaves (tendu), Indian katha*  

28%  18%  Bidi*  

28%  40%  Other tobacco-related products* 

Textile 

12%/ 
18% 

5% Man-made yarn, fibres, thread and products thereof 

12%  18%  Articles of apparel and clothing accessories with a sale 
value exceeding INR 2,500 per piece 

5% 5% In the case of the above articles, with a sale value not 
exceeding INR 2,500 per piece (previously, the sale value 
cap was ‘not exceeding INR1,000 per piece’)  

Construction 28%  18%  Cement 

Agriculture 12%  5%  Agricultural goods and machinery, parts of tractors, etc. 

Fertiliser 
12/ 18% 5% Sulphuric acid, nitric acid, ammonia, certain 

micronutrients 

Labour intensive 
12% 5% Handicrafts, marble and travertine blocks, granite blocks 

and intermediate leather goods 

Changes in rate of services 

Sector From  To Description 

Construction  12% with ITC 18% with ITC 

Composite supply of works contract 
services involving predominantly earth 
work provided to the government 

Composite supply of works contract 
provided by a sub-contractor to the 
main contractor providing services to 
the government 
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Sector From  To Description 

Composite supply of works contract and 
associated services, in respect of offshore works 
contract relating to oil and gas exploration and 
production in offshore area 

Accommodation 12% with ITC 5% without ITC 
‘Hotel accommodation’ where tariff is less than 
or equal to INR7,500 per unit per day or 
equivalent 

Passenger 
Transport  

12% with ITC 18% with ITC 
Air transport of passengers in other than 
economy class 

12% with ITC 18% with ITC 
Passenger transport by any motor vehicle 
where fuel cost is included  

5% with ITC of 
inputs in the 
same line of 
business 

5% with ITC of 
inputs in the 
same line of 
business 
 

Passenger transport by any motor vehicle 
where fuel cost is included 

Transport of 
goods 

12% with ITC 18% with ITC 
 Transport of goods by Goods Transport 
Agency (GTA)  

5% without ITC 5% without ITC Transport of goods by GTA 

12% with ITC 
5% without 
ITC/ 18% with 
ITC Transport of goods in containers by rail by any 

person other than the Indian Railways 

12% with ITC 18% with ITC 

 
 
12% with ITC 

 
 
18% with ITC 

Supply of transportation of natural gas, 
petroleum crude, motor spirit, high speed 
diesel or ATF through pipeline 

5% without ITC 5% without ITC 

12% with ITC 

5%, where no 
leg of transport 
is through air, 
with restricted 
ITC (i.e. 5% of 
input services 
of goods 
transportation) 

Multimodal transport of goods within India 
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Sector From  To Description 

 
18% with ITC 

Renting of 
motor vehicle 

5% with ITC of 
input services (in 
the same line of 
business) 

5% with ITC of 
input services 
(in the same 
line of 
business) 
  

Renting of any motor vehicle (with operator) 
designed to carry passengers where the cost of 
fuel is included in the consideration 

12% with ITC 18% with ITC 

12% with ITC 

5% with ITC of 
input services 
(in the same 
line of 
business) 
  

Supply of renting of goods carriage (with 
operator) where fuel cost is included in the 
consideration 

12% with ITC 18% with ITC 

Local delivery 
services 

Not currently 
notified under 
section 9(5) of 
the CGST Act 

 
 
18% 
 
Note: Local 
delivery 
services 
provided by 
and through 
ECO to be 
excluded from 
the scope of 
GTA services 

Supply of local delivery services through ECO. 
 
Note: Local delivery services to be notified 
under section 9(5) of the CGST Act in cases 
where the person supplying such services via 
ECO is not liable for registration under GST 

Third-party 
insurance 

12% with ITC 5% with ITC Third-party insurance of ‘goods carriage’ 

Leasing or 
rental services 

28% with ITC 40% with ITC 
Leasing or rental services, without operator of 
goods which will attract 40% GST 

Other 
professional 
and technical 
services 

12% with ITC 18% with ITC 

Other professional, technical and business 
services relating to exploration, mining or 
drilling of petroleum crude or natural gas or 
both 
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Sector From  To Description 

Exploration, 
mining, drilling 

12% with ITC 18% with ITC 
Support services to exploration, mining or 
drilling of petroleum crude or natural gas or 
both 

Job work 
services 

12% with ITC 5% with ITC    

Job work services in relation to umbrella 

Job work services or any treatment or process 
in relation to printing of all goods falling under 
Chapters 48 or 49 which attract GST 

Job work in relation to bricks which attract 
GST at the rate of 5% 

Job work services in relation to pharmaceutical 
products  

Job work services in relation to hides, skins 
and leather 

12% with ITC 18% with ITC   Job work not elsewhere covered 

Treatment of 
ETP, biomedical 
waste 

12% with ITC 5% with ITC 
Treatment of effluents by a Common Effluent 
Treatment Plant 

12% with ITC 5% with ITC 

Treatment or disposal of biomedical waste or 
the processes incidental thereto using a 
common bio-medical waste treatment facility 
to a clinical establishment. 

Recreational, 
cultural and 
sporting 
services 

12% with ITC 5% with ITC 
Admission to exhibition of cinematograph 
films where price of admission ticket is INR100 
or less 

28% with ITC 40% with ITC 

Admission to casinos, race clubs, any place 
having casinos or race clubs or sporting events 
like the IPL 

Services by race club for licensing of 
bookmakers in such club 

Any other 
services  

18% with ITC 5% without ITC 

Beauty and physical well-being services falling 
under group 99972 
 
This service is currently taxed at the rate of 
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Sector From  To Description 

18% with ITC as this is covered under SAC 
9997. 

28% With ITC 40% with ITC 

Specified actionable claims (betting, casinos, 
gambling, horseracing, lottery, online money 
gaming) defined as goods. 
 
(Corresponding changes in the lottery 
valuation rules are also being carried out.) 

Exempted 
services 

18% with ITC Nil 
All individual health insurance, and life 
insurance along with reinsurance thereof 

Compensation cess 

The following recommendations are made with respect to compensation cess levy: 

• Levy of compensation cess to continue on products such as tobacco, pan masala, cigarettes and 
other tobacco-related products until the entire loan and interest liability on account of 
compensation cess is discharged.  

• In respect of sin goods such as aerated drinks and luxury cars, the compensation cess will be 
subsumed in the GST rate which would be increased to 40%.   

• On small economy cars, levy of compensation cess will be discontinued. 
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