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outpaced overall GST's in FYZA
,Eil
Sindhu Hariharan
Chennai

As the 54th GST Councii
Meeting last week formed a
Group of Ministers (coM) to
decide tlre future of the GST
compensation cess, data
show that the tax compone[t
contributes substantially to
government cofers and mer-
its continuation in a new
form once its levy ends in
March2O25.
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A businessllze analvsis of
the annual GST compensa-
tion cess collecrions from
FY18 to FY24 shows that the
tax contributed average 8 per
cent to the total GST collec-
tions during the said years,
and has been growing at al-
most the same rate as rise in
overall GST collections. In
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Cess in a new form?
GST compensation cess is Z-8%
of total GST collections

GST compensation cess collection!(in T crore)

€ Total cST collections (in t crore)

o GST compensation cess as a % of total cST
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lections grew at 31 per ceng
21.5 per cenr and 11.6 per
cent during ttre same post,
Covid years. The growth rate
in Central Goods and Ser-
vices Tax (CGST) is at 29 per
ceng 19.7 per cent and 16 per
cent in the period.

The cess is levied on sup
ply of select so<alled sin
goods, iuxury products and
those wittr adverse environ-
mental or health impacts.
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"Industries like automobile,
aerated beverages and others
affected by the compensa-
tion levywere hoping for its
discontinuation after the
five-year period and then
again after its extension for
covering up the prwious
shordall," Abhishek Jain, In-
direct Tax Head & ParEoer,
KPMG, said. '1fhe GoM is
faced with a rough balancing

act between industry e4pect-
ations aad the government's
interest in maintaining this
key revenue source in some
form,"he added.

While the levy on tobacco
and related products helps in
influencing consumer beha-
viour towards purchase of
such goods, aoalysts also
note that given the rising de-
mand for large motor
vehicles and redefinition of
luxury goods, the GoM
should also review items on
wtrich the cess is currently
levied and rationalise it.

GST compensacion cess
was brought in as.a measure
to meet its promise to the
States to offer a 14 per cent'
CAGR in tax revenue for five
years from the date of GST
rollout. The payout to Stares
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ended in June 2022, but sub-
sequently it was extended till
March 2026, to repay the
loan of around t2.7 lakh
crore that the Centre bor-
rowed during the pandemic
period to.meet the defl cit.

- Firiance Minister Nirmala
Sitharaman at the S4th
Council meet said that the-.t
govemment will tikely clear
the back-to.back loan and
the interestthereon by Jalu-'"
ary 2026, aod thus two -,

months of compensation
cess collections (February
and March 2026) totallingto
roughly t40,0q0 .crore is .

likely to be surplus. "Ir shall ,',,

no longer be 'compensation ,,
cess' post March 2026, but -,

what is to be done with it,
udit be decided by the GoM,"
she said.
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