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Alcohol sector is the second largest contributor of taxes to state Government 

exchequers yielding more than Rs.90,000 crores in taxes every year.  The 

total tax impact for liquor companies are in the range from 70-150% in most 

states as no inter-tax set-offs are available for them. While alcoholic 

beverages represent 25% of the food and beverage market in China and the 

US, in India, spirits alone is 34%, making it the largest category. For most 

states, alcohol contributes to 20 to 25% of state revenue (state excise). 

 

The Centre and the States have agreed to keep alcohol out of the proposed 

Goods and Services Tax (GST) regime. The inclusion has been a matter of 

long-drawn debate between the Centre, States and industry. States feared a 

loss of autonomy in taxing these products and an erosion of revenue base 

under the GST’s standardized rate model. However, industry has been 

wanting the inclusion of all sectors and products, with limited exceptions 

and exemptions. However, with Constitution (101st) Act, 2016 which 

empowers levy of GST in India, it is clear that alcohol beverages shall be 

kept out of GST net.   

 

The alco-beverage sector is currently plagued by issues similar to those in 

the petroleum sector - namely, the cascading effect of taxes, multiple taxes 

and regulations in tax administration.  In a scenario, where the input goods 

and services for the liquor industries are covered under GST and the 

outputs are not, there could arise complex issues surrounding double 

taxation, ineligibility for input tax credits, supply chain & logistics 

management, compliances and so on. 

 

The existing regime of taxing liquor vests in the States and the absence of 

standardization has resulted in a cumbersome and complex net of taxes. 

Further, it has accentuated the cascading effect of taxes on liquor, due to 



the restricted utilization of input tax credits on the various goods and 

services consumed during exploration and production.  

 

Present Taxing Powers 

Article 245 of the Constitution of India deals with the legislative powers of 

the Parliament and the legislatures of States. Article 246 of the Constitution 

of India deals with the subject matter of laws to be made by Parliament and 

by the legislatures of States. 

 

Article 246(1) provides that Parliament had the exclusive power to make 

laws with respect to any of the matters enumerated in List I in Seventh 

Schedule (Union List). 

 

Entry 84 of List I – Union List covers duties of excise on tobacco and other 

goods manufactured or produced in India except  

(a) alcoholic liquors for human consumption,  

(b) Opium , Indian hemp and other narcotic drugs and narcotics , 

 

but including medicinal and toilet preparations containing alcohol or any 

substance included in sub-paragraph (b) of this entry. 

 

Article 246(3) of the Constitution provides that the legislature of any state 

had the exclusive power to make laws for such state or any part thereof with 

respect to any of the matters enumerated in List II in the Seventh Schedule 

(‘State List’). 

 

Entry 8 of the State List in the Seventh Schedule to the Constitution gives 

exclusive powers to the States to legislate in respect of: “Intoxicating liquors, 

that is, to say, the production, manufacture, possession, transport, purchase 

and sale of intoxicating liquors.” 

 

Entry 51 of the State List in the Seventh Schedule to the Constitution gives 

exclusive power to the States to legislate in respect of: “Duties of excise on 

the following goods manufactured or produced in the State and 

countervailing duties at the same or lower rates on similar goods 



manufactured or produced elsewhere in India (a) alcoholic liquors for human 

consumption” 

 

Bringing alcohol in GST will not curb the States current powers as 

constitutional provisions give the States exclusive jurisdiction/control over 

potable alcohol and these powers remain unchanged.  

 

PRESENT SCENARIO – SERVICE TAX  

According to clause (f) of Section 66D (Negative List) of Finance Act , 1994 ,  

services by way of carrying out any process amounting to manufacture or 

production of goods excluding alcoholic liquor for human consumption are 

in the negative list .  

 

Finance Act, 2015 has amended the entry (f) to carve out from the negative 

list, process amounting to manufacture or production of alcoholic liquor for 

human consumption. Consequently, Service Tax shall be levied on 

bottling/job work/contract manufacturing of potable liquor (meant for 

human consumption) for a consideration. Alcoholic liquor meant for 

industrial use or for any other purpose shall still be covered under negative 

list (e.g. industrial spirits etc). 

 

Certain specified job works/production processes are exempt from Service 

Tax vide Entry No. 30 of exemption Notification No. 25/2012-ST. To give 

effect to the exclusion of processes in relation to alcoholic liquor from 

negative list, exemption under Notification No. 25/2012-ST has also been 

amended to exclude exemption to intermediate production processes/job 

works in relation to alcoholic liquor meant for human consumption. 

 

It may, however, be noted that manufacture of liquor meant for human 

consumption is subject to state excise duties and not Central Excise Duty 

under the Central Excise Act, 1944. State Excise Duties will not get 

subsumed in GST. 

 

 

 



Proposed GST regime 

 

The Constitution of India has recently been amended to give effect to GST by 

the Constitution (101st Amendment) Act, 2016. 

 

In article 366 a new definition of goods and services tax has been provided 

in clause (12A), i.e., 'goods and services tax' means any tax on supply of 

goods, or services or both except taxes on the supply of the alcoholic liquor 

for human consumption. 

 

Entry 54 (List II) with respect to alcohol, giving exclusive powers to the 

States to levy tax on sale of alcohol has also been substituted by following - 

"Taxes on the sale of petroleum crude, high speed diesel, motor spirit 

(commonly known as petrol), natural gas, aviation turbine fuel and 

alcoholic liquor for human consumption, but not including sale in the 

course of inter-State trade or commerce or sale in the course of 

international trade or commerce of such goods." 

 

Impact of non-inclusion of alcohol in the GST net 

Assessing the impact of GST exclusion on the alcohol beverage industry, it 

will lead to both, positive and negative impact. 

 

Positive Impact  

• Better and efficient logistics / distribution channels 

• State taxes other than excise / VAT to be subsumed in GST .To that 

extent , ITC may be allowed  

•  Relief from dual administrative control  

 

Adverse Impact 

• It will accentuate increased cascading effect of taxes on liquor due to 

no input tax credit available between GST and state excise / VAT 

• There will be even no input credit available between any two or more 

state taxes and on various goods and services consumed during 

exploration and production 



• Further , cost of production and prices would likely to go up which 

would ultimately impact sales  

• There will be inefficiencies in production and distribution supply 

chains  

• No encouragement to FDI  

• GST to be paid on various services without allowance of input tax 

credit on those services   

• GST will be payable on various regulatory fees (eg. License fees to 

State Government)  

• Share of contribution to economic growth will come down in future 

under the GST regime 

• State may levy cess or sin tax on luxury / sin items such as tobacco, 

liquor, aerated drinks etc. 

• Existing business models may have to be revisited – self 

manufacturing , contract manufacturing , IPR , franchise etc.  

• There is no concept of centralized registration in GST regime 

• Vendor / supplier management for compliances  

• Compliances for various input and output services still to be done  

• Where the input goods and services for the petroleum and liquor 

industries are covered under GST and the outputs are not, there could 

arise complex issues surrounding double taxation, ineligibility for 

input tax credits, supply chain regulations, and so on. 

• There will be adverse impact on major consumers like hotels , 

restaurants , pharmaceuticals , perfumes manufacturing sector etc. in 

the form of increased cost. 

 

Thus, while alco-beverage industry could have been very well included for 

GST taxation, its exclusion from GST may not benefit any stakeholder. 

However, alco-beverage industry which could have grown multifold in GST 

regime will have to live with present multiple taxes without much gains to 

industry, state or consumer. 
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