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IMPACT OF GST 
ON 

SPECIAL ECONOMIC ZONES (SEZ) 
 

Introduction 

A special economic zone (SEZ) is a geographical region that has economic laws that are more 

liberal than a country's domestic economic laws. The category 'SEZ' covers a broad range of 

more specific zone types, including Free Trade Zones (FTZ), Export processing zones (EPZ), 

Free Zones (FZ), Industrial Estates (IE), Free ports, Urban Enterprise Zones and others. 

Usually the goal of a structure is to increase foreign direct investment by foreign investors, 

typically an international business or a Multi National Corporation (MNC)(Source: 

www.wikipedia.com). 

 

Various incentives offered to SEZ units include duty-free import and duty-free domestic 

procurement of goods for development, operation and maintenance of SEZ units. SEZ units 

are also exempted from Central Sales Tax (CST), service tax and State sales tax. 

 

Under the present system, imports by SEZs are not charged excise duty and central sales 

tax (a levy of 2 per cent on inter-State transactions). However, some States levy value added 

tax.  

 

SEZ's are governed by the Special Economic Zones Act, 2005. Section 26 C, E and G of the 

SEZ Act, 2005, provides exemption from existing indirect taxes to SEZ units or Developers. 

Section 26C deals with exemption from any excise duty on goods brought from the domestic 

market to an SEZ to carry out authorized operations by the units or developers. Similarly, 

Section 26E provides for exemption from the service tax on relevant services provided to an 

SEZ units or developer. Section 26G offers tax exemption to SEZ units or developers from 

the sale or purchase of goods other than newspapers under the Central Sales Tax Act, 1956. 

 

In the ensuing paragraphs, we have sought to identify the key aspects of the Model GST Law 

as may be relevant for the Special Economic Zone (SEZ). 

1. Supply and Zero Rated Supply  

'Supply' means: 

· all forms of supply of goods and/or services made or agreed to be made for a 

consideration by a person in the course or furtherance of business,   

· Importation of service for a consideration, and  

· Services has been specified in schedule I, which shall be considered as a supply 

even if made without consideration. 

http://www.wikipedia.com/
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Zero rated supply means taxable supply of goods and/or services. i.e., supply of 

goods and/or services to a SEZ developer or a SEZ unit. 

 

Accordingly, supply of goods and/or services to a SEZ unit or a SEZ developer from a 

supplier located outside SEZ area i.e., Domestic Tariff Area (DTA) shall be considered 

as a zero rated supply.  

 

Therefore, supply of goods and/or services to the SEZ units or Developers would be 

considered as zero rated supply but on other hand, supply of goods and/or services 

by the SEZ units or Developers from SEZ to DTA would be covered under the normal 

course of supply. Accordingly, such unit or developer will have to pay GST at the 

prescribed rate. 

 

This can be understood by the given below Table: 

 

Situation Unit in SEZ DTA Nature of Supply 

A By To Normal supply 

B To By Zero rated supply 

 

 

2. Continuation of Existing Exemptions  

As per the current norms, SEZs are tax and duty-free enclaves and are deemed to be 

foreign territory for purposes of taxes, duties and trade. Incentives offered to SEZ 

units include duty-free import and duty-free domestic procurement of goods for 

development, operation and maintenance of SEZ units. SEZ units are also exempted 

from Central Sales Tax (CST), service tax and State sales tax. 

 

There is no excise duty on raw material procurement by SEZs from Domestic Tariff 

Area (or DTA, which is the area outside the SEZs but within India) as such 

procurement is treated as exports from DTA to SEZ. Besides, procurement by SEZs 

does not attract CST and even Value Added Tax. 

 

As per Model GST law, no exemptions have been specified for SEZ units. Upfront 

exemption from customs duty/ excise duty for SEZ units (including service tax and 

CST exemption for SEZs)  may not continue as GST will  be payable on imports or 

procurements from DTA to SEZ. 
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The GST paid on such procurements will be eligible as refund and therefore, will 

impact the working capital requirements of such units. 

 

Comparison between existing indirect tax laws and the model GST are as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Service Tax & SEZ 

Service Tax is applicable on all taxable services under the jurisdiction unless 

specifically exempt from the levy of service tax. Such exemption cover services 

provided to Special Economic Zones (SEZ) and units in SEZ’s and export of service as 

defined under Export of Services Rules 2005. Besides, there are service specific 

exemptions applicable to certain services. 

 

3. Inter-State or Intra-State? 

Supply of goods and/ or services to or by a SEZ units, shall be considered as supply 

of goods and/or services in the course of inter-State trade or commerce.  

 

Accordingly, on supply of goods and/or services to or by a SEZ units shall attract 

IGST at the prescribed rate but not exceeding twenty eight percent. Unlike, under 

existing taxation regime, procurement by SEZ units from DTA is treated as exports 

from DTA to SEZ.  

 

Taxes 

SEZ   

 

Present regime GST regime 

Customs Duty 

 

Exempt 

Payable but subsequently 

refundable 

 

Further, basic Custom 

Duty – Upfront 

exemption may not 

continue 

 

 

Excise Duty 

 

Service Tax 

 

CST/VAT 

Upfront 

exemption / refund 
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4. Export of goods and/or services 

Exports are being zero rated, and therefore input taxes paid should be allowed as 

refund. However, to determine whether the goods and services qualify as export, it 

would be important to analyse the provisions of “export of goods” and conditions 

prescribed for “export of service”.  

 

The definition of “export of goods” and “export of service” is similar to the present law, 

and therefore no new conditions are prescribed. However, place of supply rules would 

need to be evaluated on a case-to-case basis to determine the tax applicability on 

such services.  

 

The default rule for place of supply for export of goods shall be the location outside 

India and for place of supply for export of service shall be the location of the service 

recipient, where the address on record of the recipient exists with the exporter. 

Hence, it will be critical for exporters to ensure that the address of service recipient 

on record can be established before the authorities on request.  

 

5. Input Tax Credit  

SEZ unit receiving zero rated supply shall be eligible to claim refund of IGST paid by 

the registered taxable person on such supply subject to the prescribed conditions, 

safeguards and procedure. 

 

While certain conditions are prescribed for availment of credit, conditions are that 

the person should have taxpaying documents and should received goods and/or 

services and tax charged by the supplier, on which the recipient is entitled to credit 

should be paid to the appropriate government, which shall bring onerous compliance 

requirements upon the recipient to verify whether the supplier has discharged its tax 

liability.  

 

While the GSTN system could enable fulfillment of this requirement based on the 

matching principle, inserting this as a condition may require discharge of 

responsibility on the recipient. 

 

Accordingly, a taxable person may claim refund of any unutilized input tax credit at 

the end of any tax period. In other words, units operating in SEZ shall be eligible to 

get refund on eligible inputs including capital goods and input services. 
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As per Model GST law, definition of capital goods has been defined for the first time 

which is very great relief in terms of eligibility of claiming input tax credit in respect of 

capital goods. 

 

Accordingly, “capital goods” means goods, the value of which is capitalized in the 

books of accounts of the person claiming the credit and which are used or intended to 

be used in the course or furtherance of business. Accordingly, input tax credit will be 

eligible for capital goods only on those goods, the value of which is capitalized in the 

books of accounts. 

 

 

6. Refund 

Time limit for making application for refund is two years from the relevant date in 

prescribed form and manner. The refundable amount shall, instead of being credited 

to the Fund, be paid to the applicant. 

 

It  would be important to note that the persons would need to deal  with both,  the 

Centre and State governments, and therefore there would be duplication of the 

refund procedures. 

 

However, refund provisions specifically provide for sanction of 90% of refund to 

exporter of goods or services. This will be a great relief for the industries or sectors, 

given that refund claims are often not processed for long periods. For balance 10%, 

prescribed procedure need to be followed. 

 

Refund application has to be disposed by way of a proper order within 60 days from 

the date of receipt of application (which is complete in all respects), else the 

authorities would be required to pay interest on delay beyond 60 days. Issues could 

arise as to when the application can be considered as complete in all respects, and 

therefore show-cause notices for rejection of refund claims may still be issued in 

order to obtain further details, thereby extending this time limit. 

 

In respect of all pending refunds under earlier law would be processed and disposed 

as per the provisions of earlier law. Any refund found eligible would be paid in cash. 

However, where any refund is fully or partially rejected, the provision mentions that 

such amount shall lapse.  
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7. Transactions between head office and branch offices located outside/inside 

India  

Services provided to overseas branch would not be eligible as export of services due to 

specific exclusion for such transactions in the definition of “export of service”. This is 

similar to the existing provisions for export of service to overseas branches. 

 

Model GST law clearly states that an establishment of a person in India and any of 

his other establishments outside India shall be treated as establishments of distinct 

persons. Accordingly, supply of services to the branch would not be eligible as export 

of services, therefore, benefits available to exporter would be restricted to the supply 

of services to other persons. This could entail reversal of input credits as such supply 

would be treated as non-taxable and not as zero rated.  

 

However, definition of import of service does not specify such exclusion. Logically, 

definition of import of service also excludes services imported from overseas branch 

but clarity should bring for better understanding. 

 

Supply provided to domestic branch in other state shall be considered as distinct 

person. Accordingly, IGST would be leviable on such supply. 

 

8. Domestic Supply 

For units located in SEZ having operations across India and providing supply of 

goods and/or services to customers located across India, the issue would arises as to 

where to pay GST, and whether this would require splitting of invoices based on 

various locations of the service provider or the service recipient. 

  

For this purpose, the draft law has prescribed the requirement of determination of 

the location from where the services are provided and the place of supply of such 

services, so that GST may be paid to the appropriate government. 

  

In the context of determination of the location from where services are provided, the 

draft law provides clarity by defining the term “location of supplier of service” and the 

place of supply of services is determined based on the “location of recipient of 

service”. With the assistance of these terms, the appropriate location for billing and 

the type of GST to be paid can be determined. 
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9. Place of Supply of Goods and Services 

Provisions related to place of supply of goods and/or services are contained in 

following categories, namely- 

a) Place of supply of goods other than supply of goods imported into, or exported 

from India,  

b) Place of supply of goods imported into, or exported from India, 

c) Place of supply of services where the location of supplier of service and the 

location of the recipient of service is in India, and 

d) Place of supply of services where the location of the supplier or the location of 

the recipient is outside India. 

 

An attempt has been made to cover basic provisions of place of supply are as follows: 

 

Situation Place of supply 

Place of supply of goods other than supply of goods imported into, or 

exported from India 

Supply involves movement of goods, 

whether by the supplier or the recipient 

or by any other person 

Location  of  the  goods  at  the  time  at  

which the movement of goods terminates 

for delivery to the recipient. 

Goods are delivered by the supplier to a 

recipient or any other person, on the 

direction of a third person, whether 

acting as an agent or otherwise, before or 

during movement of goods, either by way 

of transfer of documents of title to the 

goods or otherwise. 

The place of supply of such goods shall 

be the principal place of business of 

such person.( it shall be deemed that the 

said third person has received the goods) 

Place of supply of goods imported into, or exported from India 

Goods imported into India Location of the importer. 

Goods exported from India Location outside India. 

Place of supply of services where the location of supplier of service and the 

location of the recipient of service is in India 

In general Location of recipient of supply, if 

available otherwise location of supplier 

of supply. 
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10. Place of registration 

In the present indirect tax regime, there is a concept of Centralized registration under 

Central tax laws. 

  

Under GST regime, registration may be required in each State from where supplies 

are being made. Hence, manufacture/dealer may need to obtain registration in each 

State where there is a premises (including site office) from where services are being 

provided.  

 

Model  GST  law  is  silent  about  separate  registration  of  SEZ  unit  located  in  SEZ.  

Accordingly, SEZ unit need to take registration under GST for either principal place 

of business or additional place of business. 

 

11. Time of Supply of Goods and/or Services 

IGST shall be payable at the earliest of the following dates, namely: 

(i) the date of issue of invoice by the supplier or the last date on which he is 

required to issue the invoice with respect to the supply, or 

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

supply. 

 

12. Valuation 

Transaction value shall be considered for payment of tax, with various inclusions 

prescribed in the valuation provisions.  

 

This transaction value of supply is subject to some inclusion or exclusion. Certain 

inclusions are as follows: 

 

(i) Any taxes, duties, cesses, fees and charges levied under any statute, other 

than SGST /CGST/IGST. 

(ii) Any amount that the supplier is liable to pay in relation to such supply but 

which has been incurred by the recipient of the supply and not included in the 

price actually paid or payable for the goods and/or services. 

(iii) Incidental expenses 

(iv) Interest or late fee or penalty for late payment of any consideration of supply. 

(v) Subsidies directly linked to the price excluding subsidies provided by the 

Central and State governments 
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But shall not include(exclusion): 

 

Discounts- Post-supply discounts will not be included in the transaction value 

if it is established as per the agreement and is known at, or before, the time of 

supply. Year-end discounts and discounts offered on achieving a target will 

also be excluded if they could be specifically linked to relevant invoices against 

which discount has been offered. 

 

Therefore, it is important that the proper disclosure of discount should be 

made for the exclusion under transaction value. It is advisable to draft a 

proper discount policy for smooth calculation and disclosure of the discount 

in the tax invoices to be issued. 

 

 

13. Input Service Distributor concept (‘ISD’)  

ISD concept has been proposed for transfer of credit of input services between two or 

more locations.  ISD can transfer credit  of  all  types of  GST (CSGT, SGST or IGST).  

Further, ISD can be any supplier of goods or services. Considering the possibility of 

multiple registrations state-wise, ISD could be used as a tool to ensure optimal 

utilization of head office-related credit, hence resulting in actual reduction in cost. 

 

14. Arrangement with dealers / consignment agents 

In case of entities which have appointed dealers / consignment agents, there is a 

need to relook at the agreement clauses. Under the present indirect tax laws, the 

goods could be transferred without payment of any taxes. However, in GST regime, 

the supplies including transfers would be liable for GST. Such dealers / consignment 

agents would be treated as separate taxable persons for GST purpose. Considering 

all these changes, there is a need to educate dealers / agents. 

 

15. Conclusion  

Certain amendments will require to be made in the provisions of the Special 

Economic Zones (SEZ) Act to be in consonance with the GST Act so that SEZ units 

can avail incentives as what they are availing in current indirect tax regime. 

Accordingly, Section 26 of the Act may be amended in order to ensure certain duty 

exemptions to the designated enclaves in the new tax regime. 

 

= = = = = = = = =  


