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The introduction of Goods and Service Tax (GST) from 1st July 2017 is a very significant step in the 
field of indirect tax reforms in India. GST would impact not only the tax structure but also have 
significant accounting implications. In this article, the authors discuss the possible accounting 
implications on some of the issues arising due to the introduction of GST. Read on to know more……

GST – Financial Reporting Implications

I. Impact of GST on balance as at 30th June 
2017
Accounting for estimates as at 30th June 2017
In preparing the financial statements/results for 
the June quarter, companies would need to make 
various judgements, estimates and assumptions that 
affect the application of accounting policies and the 
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reported amounts of assets, liabilities, income and 
expenses. Since, on 30th June 2017, it was virtually 
certain that the GST Law would be effective from 1st 

July 2017. Hence its provisions should be considered 
while making the estimates/provisions as of 30th June 
2017. 

In this regard, the following paragraph of Ind AS 37, 
Provisions, Contingent Liabilities and Contingent 
Assets is relevant1:
 50. The effect of possible new legislation is taken 

into consideration in measuring an existing 
obligation when sufficient objective evidence 
exists that the legislation is virtually certain to 
be enacted. The variety of circumstances that 
arise in practice makes it impossible to specify a 
single event that will provide sufficient, objective 
evidence in every case. Evidence is required both of 
what legislation will demand and of whether it is 
virtually certain to be enacted and implemented 
in due course. In many cases sufficient objective 
evidence will not exist until the new legislation is 
enacted.”

The implementation of GST will have implications 
for some of the estimates. For example:
 Provision for excise duty on inventory: In 

accordance with accounting principles and 
excise duty norms, a provision is recognised 
for excise duty on manufactured inventory at 
the reporting date (though such excise duty is 
payable on despatch of inventory). The inventory 
as at 30th June 2017 will be despatched/sold on 
or after 1st July 2017 at which time GST would 
be applicable (and thus excise duty would not be 
payable). With regard to inventories on which the 
excise duty has not been paid, it would also be no 
longer payable post implementation of GST i.e. 
w.e.f. 1st July 2017. A provision for the excise duty 

on such inventory as at 30th June 2017 would not 
be required;

 Provision for price protection: Many 
manufacturers have arrangement with their 
dealers etc. for price protection. Under such 
arrangements, in case of reduction in the sale 
price due to specified factors, manufacturers are 
obligated to compensate the dealer for the loss 
of revenue. In accordance with the accounting 
principles, a provision is recognised by the 
manufacturers for such price adjustments. With 
the implementation of GST, prices of certain 
products are expected to change and it may 
result in situations where the dealers are not able 
to recover the taxes paid for purchase of goods 
from customers due to the implementation of 
GST and the manufacturer would be required 
to compensate the dealer for such difference 
due to the price protection clause. Provision 
for price protection as at 30th June 2017 should 
take into account the expected outflow, if any, 
to compensate the dealers for the loss due to 
implementation of GST.

 Estimation of revenue from construction 
contracts: Companies generally use percentage 
of completion method for recognition of revenue 
from construction contracts. In such a case, 
the stage of completion of a contract may be 
determined in a variety of ways which includes 
the proportion that contract costs incurred for 
work performed upto the reporting date bear to 
the estimated total contract costs. GST would 
impact the estimate of future cost (and thus 
the total cost) expected to be incurred for the 
contract. While computing the total estimated 
cost as on 30th June 2017 for recognition of 
revenue from construction contracts using 
percentage of completion method, the impact 
of the GST, if any, on the total cost should be 
considered.

Input taxes paid on inventories in hand as at 30th June 
2017
Inventories as on 30th June 2017 will comprise two 
categories (a) on which certain input taxes have 
been paid or excise duty has been paid and (b) goods 
on which no input taxes have been paid. As far as 
category (a) inventories are concerned, it should be 
determined which of these input taxes/excise duty 
would be available for abatement against GST, when 

With the implementation of GST, prices of certain 
products are expected to change and it may result 

in situations where the dealers are not able to 
recover the taxes paid for purchase of goods from 

customers due to the implementation of GST and the 
manufacturer would be required to compensate the 

dealer for such difference due to the price protection 
clause.

1 The provisions of AS 29 are similar (except for the requirement of constructive obligation) and thus the discussion would apply equally to Ind AS and 
non Ind AS companies.

224





www.icai.orgTHE CHARTERED ACCOUNTANT    AUGUST 201746

Accounting

the goods are sold. To the extent such abatement is 
available, such input taxes/excise duty should not 
be considered while determining the cost of the 
inventories. Where the credit for input taxes/duties/
levies is not permitted for set off against GST, such 
taxes duties/levies would be included in cost of 
inventories.

NRV for the purpose of valuing inventories in hand as 
at 30th June 2017 
The NRV should be on the basis of the post GST 
sales price (without taking into account the GST).

Input tax credit receivable as at 30th June 2017 
 Recoverability of the input tax credit receivable: 

Since tax credits receivable under the previous 
laws would be available for set-off under GST 
subject to certain conditions2, compliance 
with the specified conditions would need to be 
ensured to determine whether the receivable 
is fully recoverable or whether any provision/ 
impairment is required. 

 Current/ non-current classification of tax credit 
receivables: Since the transitional provisions 
permit the carry forward only till 31st December 
2017 in case documents evidencing payment of 
excise duties are not available, such receivables 
should be classified as current. For credits where 
such documents are available and new credits 
post implementation of GST, companies should 
assess whether they will be able to utilise the 
tax credits in twelve months from the reporting 
date to determine the current-non-current 
classification. Accordingly, period over which 
such balances may be utilised and set off against 
output tax would be relevant and should be 

considered to determine the classification of tax 
credit receivable as current and non-current as 
at the reporting date.

II. Impact on transactions/ balances post 
GST implementation
Presentation of Revenue –Excise Duty vs. GST
With regard to disclosure of excise duty, explanation 
to Para 10 of AS 9, Revenue Recognition, 
specifically provides that the excise duty included 
in the turnover should be shown as reduction 
from the gross turnover on the face of the 
statement of profit and loss. However, under Ind 
AS reporting framework, revenue from sale of 
products is presented by including the excise duty.  
Division- II of Schedule III to the Companies 
Act, 2013 (i.e. Ind AS based Schedule III) – Note 
3 of General Instructions for Preparation of  
Statement of Profit and Loss) provides that  
revenue from operations shall disclose separately in 
the notes:
(a) sale of products (including Excise Duty);
(b) sale of services; and
(c) other operating revenues.

In view of above, since the revenue is the gross 
amount including excise duty, in the statement of 
profit and loss prepared under Ind AS, the excise 
duty should be reflected as an expense.

As far as Goods and Services Tax is concerned, 
Para 8 of Ind AS 18, inter alia, provides that revenue 
includes only the gross inflows of economic benefits 
received and receivable by the entity on its own 
account. Amounts collected on behalf of third 
parties such as sales taxes, goods and services taxes 
and value added taxes are not economic benefits 
which flow to the entity and do not result in increase 
in equity (emphasis added). Therefore, they are 
excluded from revenue. 

Thus, under Ind AS 18 while excise duty would 
be included in presentation of revenue, goods and 
services tax would not be so included. This would 
mean that substitution of excise by goods and 
services tax, the quantum of revenue will decrease 
even where there is no change in the quantum and 
rates of sales. 

With regard to disclosure of excise duty, explanation 
to paragraph 10 of AS 9, Revenue Recognition, 

specifically provides that the excise duty included in 
the turnover should be shown as reduction from the 
gross turnover on the face of the statement of profit 

and loss.

2 The following may be noted as general guidance subject to reference to GST law/ consultation with GST experts: 
	 Raw	material	(on	which	existing	taxes	have	been	paid)	in	transit,	semi-	finished	inventory:	Credit	for	tax	paid	will	be	available	under	GST	provided	all	
returns	for	last	six	months	have	been	filed.	Also	for	material	in	transit,	the	credit	can	be	recorded	within	30	days	of	tax	paid.

 Finished goods (a) in factory: see discussion on provision for excise duty, (b) at depot outside factory or with dealers: credit for excise duty paid is 
available	if	documents	evidencing	payment	of	excise	duty	are	available	else	only	deemed	credit	(60%	for	goods	in	9%	slab	for	CGST,	40%	for	others	in	
case	of	intrastate	sale	and	30%	for	goods	in	9%	slab	for	IGST,	40%	for	others	in	case	of	interstate	sale).

 There are additional conditions to be met for the credit to be available such as inventory not being more than 12 months old, documents being available, 
last	3	return	having	been	filed,	inventory	being	available,	credit	to	be	reported	by	30th	September	2017,	goods	to	be	sold	by	31st	December	2017.	
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Companies may consider explaining the impact 
of GST to facilitate a proper understanding of their 
performance. 

Timing of revenue as per Accounting 
Standards vs. as per GST Law 
Timing (and/or measurement) of revenue 
recognition as per applicable accounting standards 
may not coincide with the point of time at which 
GST is payable. For example:
 As per Ind-AS 18, revenue from sale of goods 

can be recognised in the books of accounts 
only when the significant risks and rewards and 
the effective control over the goods have been 
transferred to the buyer. However, under GST, 
the liability to charge GST broadly arises at the 
earlier of the following points of time: 
(i) the date of issue of invoice by the supplier 

or date of provision of service or delivery of 
goods; or 

(ii) the date on which the supplier receives the 
payment with respect to the supply. 

 This could result in a difference in the timing of 
revenue recognition in the books of account and 
for GST. Thus, for example, GST will be payable 
on advances in the month in which the money 
is received in advance even if the goods/services 
have not been supplied/provided3; 

 As per Ind-AS 18, in case of multiple element 
contracts, total consideration is allocated to 
each component on the basis of fair value 
and recognised separately. This may result in 
difference in timing of recognition of revenue 
from each component e.g. revenue attributable to 
award credits for customer loyalty programmes 
may not get recognised at the time of sale of 

goods. However, the same may not be relevant 
for GST since the value of taxable supply of 
goods and services is ‘the transaction value’. 
Transaction value refers to the price actually 
paid or payable for the supply of goods and 
services where the supplier and the recipient are 
not related and price is the sole consideration for 
the supply4.

Companies will need to have a system in place 
for reconciliation of GST filings with the amount of 
revenue recognised in the financial statements. 

Decrease in cost of acquisition of an asset (property, 
plant and equipment/ inventory)
Refundable taxes are not considered as a cost of 
acquisition under accounting standards (AS as well 
as Ind AS). Various indirect taxes, such as octroi, 
entry tax, which were earlier not eligible for tax 
credit (and hence included in cost as non-refundable 
taxes) will be subsumed within GST and hence 
excluded from cost of acquisition of property, plant 
and equipment/ inventory. 

This will also require necessary changes in the 
accounting system.

Raw material consumption/items of expenses
If the cost of inventories is lower, the line item of 
raw material consumption would also be lower 
even though there is no change in the quantum 
of economic activity. Further, GST paid on many 
services forming part of inventories e.g., engineering 
consultation, can be set-off against output GST. 
Currently entire input credit of service tax paid 
cannot be adjusted against output excise/VAT5.

III. Other implications
 Updation of Chart of Accounts: Companies 

will need to update their chart of accounts to 
incorporate requirements of GST.

 Agreement modifications with vendors/
customers: Existing agreements with vendors 
and customers would have reference to earlier 
applicable taxes such as VAT, service tax. 
These would require a review to identify and 
incorporate necessary changes for compliance 
with GST. Similarly the purchase orders already 
issued to vendors may require modifications due 
to introduction of GST. 

Refundable taxes are not considered as a cost of 
acquisition under accounting standards (AS as well 

as Ind AS). Various indirect taxes, such as octroi, entry 
tax, which were earlier not eligible for tax credit (and 
hence included in cost as non-refundable taxes) will 

be subsumed within GST and hence excluded from 
cost of acquisition of property, plant and equipment/ 

inventory.

3	 Subsequently, when the invoice is issued, the GST paid earlier on advance will be adjusted in the returns pertaining to the month in which the invoice 
is issued.

4	 Refer	to	section	15	of	the	Central	Goods	and	Services	Tax	Act,	2017	for	further	details.
5 Subject to certain conditions, input credit on service tax paid may be adjusted against excise duty payable.
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Education is the manifestation of perfection already in a man. - Swami Vivekananda


