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The banking sector is one of the largest services sectors in India. The implementation of the Goods & Services 

Tax (GST) will likely prove to be a challenge for the sector on two counts - First, due to the higher GST rates 

compared to the current service tax rate and second, due to the vast geographical reach of most banks. With the 

GST coming close on the heels of demonetization, the banking sector needs to ensure that they are ready for this 

new tax regime. 

 

Keywords: E Banking, Technology, Customers, Mobile Banking, Internet Banking, Online Banking 

 

1. Introduction 
1.1 The introduction of GST in India is a substantial shift from the current tax regime. It is expected that service 

sectors will have major impact of GST than the manufacturing or trading sector. Among the services 

provided by Banks and NBFCs, financial services such as fund based, fee-based and insurance services will 

see major shifts from the current scenario. Owing to the nature and volume of operations provided by banks 

and NBFC vis a vis lease transactions, hire purchase, related to actionable claims, fund and non-fund based 

services etc., GST compliance will be quite difficult to implement in these sectors. Under Model GST Law, 

the framework does not provide much benefits or consideration to banks and NBFCs on understanding of 

the type of transactions made by them on a consistent and voluminous basis. 

1.2 Live Mint newspaper, 25
th
 August, 2017 reported that Tax practitioners have urged the government to grant 

more time for filing tax returns and invoices for the month of July, the first month since the roll-out of the 

goods and services tax (GST), as businesses and traders strive to adjust to the new indirect tax system. 

While many firms managed to file returns without any glitch, many faced difficulties in the two days prior 

to the extended deadline of 25 August to pay taxes and file returns for the month of July. Those seeking 

credit for taxes paid prior to 1 July under the earlier tax regime have time till 28 August to file GST returns. 

However, they have to remit their taxes by 25 August, taking into account their eligible tax credits. 

1.3 2.93 million assessees had filed returns on the portal of GSTN, the company that processes GST returns, a 

person familiar with the development said on condition of anonymity. That is just a fraction of the total 

number of assessees who have sought GST registration. As on 1 August, 7.2 million of the 8 million 

indirect tax assessees under the earlier tax system had migrated to GST, in addition to 1.3 million new 

taxpayers signing up. The difficulties faced by the taxpayers include tax payments not getting reflected in 

the designated wallet and lack of utilities for filling up details for claiming input tax credit during the 

transition period, according to two tax practitioners who spoke on condition of anonymity. “Given the 

number of issues that businesses are still facing, it might be desirable to extend the deadline to file not only 

GSTR 3B but also other returns due in September,” said Pratik Jain, partner and leader of indirect tax 

practice, PwC India. “Generally clients are able to file returns. Some of them initially had issues in their tax 

payments not getting reflected in time,” said R. Muralidharan, senior director, Deloitte India. GSTN had on 

Thursday urged businesses to file returns ahead of the deadline to avoid technical difficulties. “Uploading 

of invoices is a simple process at the GST portal and should be completed early in order to avoid delays that 

are usually witnessed on the last day,” GSTN had stated. This paper traces various issues and impacts of 

introduction of GST with special focus on service industry like banking and insurance. 

 

2. Issues and Impacts Pertaining to the Provisions of GST Law 
1. Widespread Number of Branches; Registration a Hassle 

Currently, a NBFC, Banks with pan-India operations can discharge its service tax compliances through a single 

centralized’ registration. However, under GST, such Banks/ NBFCs would need to obtain a separate registration 

for each state where they operate. In addition to registration, compliance burden about filing of returns has also 

increased substantially -in terms of the periodicity of returns, number of return formats and level of details 

required in these returns. 

2. Input Tax Credit Leveraged and De-Leveraged 
Currently, Banks and NBFCs majorly opt for the option of reversal of 50% of the CENVAT credit availed 

against inputs and input services whereas CENVAT credit on capital goods could be availed with no reversal 
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conditions. Under GST, 50% of the CENVAT credit availed against inputs, input services, and capital goods is 

to be reversed which leaves them with a position of reduced credit of 50% on capital goods thereby increasing 

cost of capital. 

 

3. Assessment and Adjudication Made Bothersome 
The assessment would be done by the respective state regulators under which the respective branch is registered. 

Now, every registered branch of banks and NBFCs must justify its position on chargeability in the respective 

state and reason for utilizing input tax credit in different states. As under GST, more than one adjudicating 

authority will be involved, each authority may hold a different opinion on the same underlying issue. This 

contradiction in opinion will prolong the adjudication process. Currently, a taxpayer is adjudged by a single 

adjudicating authority on an issue involved. Under GST different adjudicating authority may take a different 

view on the same issue. Clearing up and dealing with the difference of opinion provided by the different 

adjudicating authority would be difficult. 

 

Issues Related to Revenue Recognition under GST 

1. Account Linked Financial Services 

The place of supply will be the location of the recipient of services on the records of the supplier of services. In 

the digitized and centralized scenario prevailing in India identifying the state of location of service recipient will 

be quite difficult. In cases where the service recipients like professionals, manufacturers, traders and other 

workers often shift from one place to other in search of better opportunities, the service provider may have 

different address namely permanent address, current address, the address of communication and KYC address. 

 

2. Non-Account Linked Financial Services 
The place of supply of service here would be the location of service provider. This will again hit such 

companies which are widespread in remote locations to establish their presence but operate and transact from a 

back office located in some other state. 

 

3. Actionable Claims 

Actionable claims do not constitute as a service under Service Tax, and hence no tax is payable under the 

current regime. Under GST actionable claims are now included in the definition of supply of goods. Services 

provided from bills discounted to securitization will now be taxed as an effect B2C and B2B majorly. 

 

3. Four Critical Implications of GST on the Banking Sector 
1. Substantial Increase in Compliance 

GST is a parallel tax regime where the States and the Center, tax the payer in one go. Hence, banks may need to 

obtain State-wise registration in every State where they have a branch. In case a bank has multiple branches in 

one State, only one registration is required for all the branches in that State. However, most banks have a multi-

state presence. State-wise registration will therefore lead to a substantial increase in compliance levels, 

especially because most banks have obtained a ‘ centralized’  registration under service tax. So, currently, a 

bank may be filing only two returns on an annual basis as a service tax assesse, but with GST, the bank might be 

required to file as many as 61 returns per year for every State they are present in (five returns per month plus 

one annual return). 

 

2. Determining Place of Supply Could be Critical 

GST is a ‘ place of supply’  based tax regime. Hence, for every transaction in GST, the bank will need to 

determine the place of consumption where GST will be paid. With bank branches conducting several 

transactions, both within and outside States, determining the place of supply will not be very easy. 

The Model GST Law casts the onus of determining whether a transaction is intra-state or inter-state’  on the 

assesse. So, banks will need to decide whether the payment is against Central GST (CGST) and State GST 

(SGST) or Integrated GST (IGST), based on the type of transaction. 

Moreover, inter-state supplies of goods or services (or both) between two branches of the same bank, located 

in two States, will also attract IGST. The GST charged will be available as credit to the receiving branch; 

however, tracking such transactions could prove to be a cumbersome task Services being intangible in nature, 

proxy rules/ provisions are prescribed in the GST framework to help the assessee determine the place of 

consumption. Though, typically, the place of consumption for banking services (as per revised draft IGST Act) 

is the location of the recipient of services on the records of the supplier. But there is ample scope for wrong 

determination for a pan-India bank as there could be a dispute on who the service recipient is. 

Further, in cases where there is a dispute over the place of supply of services, the taxpayer may get entangled 

in legal disputes. Currently, the GST legislation provides that if an assessee wrongly pays, say CGST and SGST 

(on a belief that the transaction is intra-state), instead of IGST, then they will have to pay the correct taxes (i.e. 
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IGST) again and claim a refund for wrongfully paid taxes. Ideally, instead of putting the onus on the taxpayer to 

determine whether the transaction is intra-state or inter-state, the GST law should provide for a simpler redressal 

mechanism. 

 

3. Taxability of ‘ Interest’  

In the current tax regime, the service tax legislation does not tax ‘ interest’ . But with GST, the term ‘ service’  

is defined in a wide manner to cover ‘ anything other than goods’  which may cover interest as well. 

Governments across the world do not levy GST on interest given the fact that there is always a debate on 

whether interest is the time value of money or a consideration for lending money. The GST Law in India too 

should clarify if interest is outside the ambit of GST. If ‘ interest’  is not expected to attract GST, it will have 

implications on input tax credits claimed by banks. 

 

4. Paying GST at Applicable Rate 

With GST, services are expected to attract 18% GST. This rate is higher by 3% from the current service tax rate 

of 15%. This may make banking services such as issue of cheque books and demand drafts more expensive, 

particularly for retail customers. Another point to note is that these days banks also deal in commodities such as 

gold / silver where a concessional GST rate is expected to be applicable. Therefore banks need to be careful in 

paying GST with the appropriate applicable rate on different products 

 

4. GST Rates 
Consumers will have to shell out more for banking services, insurance premium payments and credit card bills 

with the goods and services (GST) rollout. Under the GST, effective midnight Friday, 1
St

 July , 2017 most of the 

financial services would attract a higher tax of 18% as against 15% as of now. Banks and insurance companies 

have been already sending messages and mails to their customers about the new tax rates which would be 

charged. 

“Dear policyholder, revision of service tax on account of GST will come to effect from 1 July 2017,” said a 

Life Insurance Corporation of India (LIC) message. Punjab National Bank (PNB) informed its customers that 

“with effect from 1 July 2017, the existing service tax of 15% levied on all the banking services will be replaced 

by a GST of 18%.”Common banking services that would attract higher service tax include debit card, fund 

transfer, ATM withdrawal beyond the number of free services, home loan processing fee, locker rentals, 

issuance of cheque books/drafts/duplicate passbooks, collection of bills, collection of outstation cheques, cash 

handling charges and SMS alerts. Besides, life and non-life premiums would see an increase from 15% to 

18%.Canara HSBC Oriental Bank of Commerce Life Insurance Company chief financial officer Gaurav Seth 

said the premium amount on a term insurance policy will be 18% from 15% currently. “In case of endowment 

policy, the first year premium is liable to be taxed at 4.50% with effect from the mid- night today from existing 

3.75% and on subsequent year premium, it will rise by 0.38% to 2.25%,” Seth said. Bank of Maharashtra CEO 

and MD Ravindra P. Marathe said with GST will result in increased cost of almost all services offered to 

customers. The nation will witness the official rollout of GST in a live telecast tonight from the Parliament’s 

Central Hall. 

The rollout was graced by President Pranab Mukherjee and Prime Minister Modi. Prime Minister Modi’s 

Cabinet colleagues including finance minister Arun Jaitley and others as well as eminent dignitaries from the 

industry and acclaimed fields were also be present. 

 

5. Post GST Implementation – Lesson Learnt From other Countries 
Inflation 
Singapore saw a hike in inflation when it introduced GST in 1994. It makes it more important for Indian 

administrators to keep tabs on prices after implementation of GST .It was able to control the risk of inflation to 

an extent due to the price control administered by their Ministry. India can consider what many countries did: 

initiate anti-profiteering measures at the retail level to protect consumers from price swindling. 

 

Implementation 
Another lesson learnt from Malaysia is that businesses need to start early with the implementation process to be 

GST-ready. The Malaysian Government received strong resentment even after providing 1.5 years for GST 

preparedness. Given the need for businesses to undergo a radical transformation to adapt to the complex GST 

regime, it would be quite challenging on the tentative implementation on 1st July 2017. 

 

High Tax Rates 
GST rates are typically between 16 per cent and 20 per cent worldwide. Lower rates can help bring down the tax 

evasion rates benefitting the economy in the long run. As FM Arun Jaitely has said “What you need is a broader 
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base of economy, for which you need a lower level of taxation.” The governments in other countries started with 

very low rates of interest, which the Indian politicians are not willing to start with. Singapore started with the 

lowest rate of 3% in the world in 1994 and gradually increased it to a maximum of 8% over the years. Singapore 

simultaneously cut income tax rates (both at the individual and corporate levels).While GST is efficient, it can 

also be regressive, especially for low-income workers or pensioners. 

 

SMEs and Large Organizations at Par 
The Indian GST places SMEs and large organizations at par by keeping the exemption threshold very low (Rs. 

20lakhs) without any tax differentiation. While large corporations have the resources to invest, change their 

systems and get ready for GST, it will be daunting for SMEs considering their limited resources. Our 

comparison chart will show most countries have higher threshold limit. Malaysia saw wide-spread unrest and 

street protests by small & medium businesses in Kuala Lumpur for few months after implementation even 

though they enjoyed simpler systemic requirements and a much higher level of exemption threshold compared 

to India. Although composition levy is available, there are many disadvantages such as no input tax credit, no 

taxable invoice which will deter many from availing such scheme. 

 

GST not Applicable on Alcohol and Petroleum Products Immediately 
Alcohol for human consumption is being kept outside GST, with each state free to set its rates. These sectors 

constitute about 40% of a state’s revenue .Petroleum products will come under GST shortly but rates and 

provisions have not yet been specified. This is a boon to the industry because leaving out petroleum products out 

of GST may distort the tax structure. Also, then input credit would not be available for the manufacturers using 

petroleum products thus increasing costs for consumers. 

 

Timely Payment of Input Tax Credit 

Malaysia’s GST implementation showed that timely payment of input tax credit refund is vital. Unless the 

necessary technology infrastructure is installed, it can take months to refund tax credits, thereby creating cash 

flow problems for all links in a supply chain. In India, input tax credit will be available only when the supplier 

has filed his GST return. If the supplier delays or files a wrong return it will delay the input credit and blocking 

funds. Thus organizations will require more working capital resulting in increased costs. Delaying tax credit 

refunds leads to litigation and incites the supply chain to stay outside of the organized system. 

 

Dual GST- More Complications 

Most countries have implemented ideal GST, with all indirect taxes grouped under one. India is going to 

implement dual GST with separate central and state component, which further complicates the process. 

Malaysian Government released business sector wise guidance papers on tax treatment and transition. It helped 

organizations to have clarity about future tax practices in their business segment. 

In India, ICAI hosts regular webcasts discussions to prepare businesses. However, the Indian government in 

its website could also publish such guidance to ensure a steady and smooth transition towards GST. All banking 

services such as ATM withdrawals, cheque book issuance, demand drafts and cash deposits will get costlier 

from July 1 with the implementation of Good and Services Tax (GST).Under GST, financial services have been 

put under the 18 percent slab, whereas currently customers pay 15 percent service tax for them. 

As the historic tax reform is set to be passed, banks, insurance firms and financial institutions will pass on the 

entire 3 percent hike to their customers. Rajeev Rishi, Chairman of Indian Banks’ Association and Managing 

Director of Central Bank of India, said, “It will be a nominal hike for the customers. We are ready with the GST 

transition and banks have registered with the authorities in each state.”Adhil Shetty, CEO, BankBazaar.com, an 

online financial services aggregator, said, “It appears banking services may become marginally expensive post 

GST. Banking transactions that have an associated services charge – credit/debit cards, NEFT/RTGS transfers, 

ATM transactions, processing fees on loans etc. – would go up from the current 15 percent to 18 percent post 

GST. Shetty also said that much of this increase will be neutralised by the input tax credit which the banks are 

entitled to under GST. 

Services such as FDs, bank account deposits, etc., that do not have an associated charge currently continue to 

remain outside the GST net. The final list of exemptions from the flat 18 percent tax rate is still not out, so it is 

too soon to speak about the exact implications, added Shetty. A senior SBI official said, “Banks are not in the 

position to absorb the increase in costs due to GST. It will be a small hike for customers. There will be an 

increase in costs for us except for the interest cost on deposits. Hence, banks will pass it on.” State Bank of India 

(SBI) charges Rs 20 plus service tax (15 percent), for each withdrawal at banks beyond four free transactions. 

Currently, for withdrawing Rs 10,000, you need to pay a sum of Rs 20 (plus Rs 1,503 as service tax). Under 

GST, this transaction will attract a service charge of Rs 1,803. 

A senior branch manager at ICICI Bank said, "Our systems are ready for the transition and we are awaiting 

more instructions from our senior management. "Most public and private sector banks have sent SMSes and 
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emails to their customers informing the implementation of GST from July 1 and subsequently will see a rise in 

the tax rates for its services. ICICI Bank’s SMS to its customers said, “The government of India has announced 

the implementation of the Goods and Services Tax (GST), which is likely to be effective from July 1, 2017. 

Please note, the existing service tax rate of 15 percent for ICICI Bank Credit card shall be replaced by a GST 

rate of 18 percent as applicable for banking and financial services.” 

Chanda Kochhar, MD and CEO, ICICI Bank said, “The Goods & Services Tax is a transformational structural 

reform which will have multiple benefits – the creation of a national market; enhanced ease of doing business; 

greater productivity & efficiency; and improved tax compliance. "Service tax on your insurance policy premium 

will increase from Rs 1500 to Rs 1800 after the GST rollout. 

  

6. Way Forward 
Banks have always been a huge pillar of the Indian economy and taxpayers are literally banking on them for 

GST payments / financial needs. Given this, the GST Council must provide clarity on GST for the banking 

sector and shed light on several open ended issues that are plaguing them currently. 

IRIS has been in the compliance space for over 2 decades having worked with regulators and filing entities 

alike. On one hand, our solutions power the likes of the Reserve Bank of India and Bank of Mauritius on the 

regulatory side, and on the other, we support banks in meeting their compliance filing requirements (FATCA, 

XBRL, FIU Reporting) and offer solutions for CRILC analytics. 

 

7. Conclusion 
Like anything new, GST will have teething troubles. But on overcoming these troubles, the other countries saw 

the advantages of having a unified tax system, easy input credit, reduced compliances. The key is to be GST 

ready. 

We at Clear Tax have understood the challenges Indian businesses and professionals are facing with the 

implementation of GST. Thus we are also keeping everyone up to date with GST articles, webinars, forums, 

discussions. We also have experts to help you with GST. With the expectation of further details to emerge, 

financial sectors face a can of worms in terms of the manner of transacting business, customer profiles, services 

matrix, IT systems and operation to capture the data at both front and back end. IT systems will need to be more 

vigilant in terms of serving the purpose of solving the complexity related to GST compliance and procedures at 

a higher volume. The impact of GST on Banks and NBFCs will be such that operations, transactions, accounting 

and compliance will need to be reconsidered in its entirety. 
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