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The 57th GST Council’'s recommendations bring in a new wave of process simplification and address
several long-standing disputes impacting the financial services sector. Key proposals relating to
export benefits for Head office-Branch office transactions and the recognition of alternative modes
of receipt of consideration for export purposes align the regime to true business realities. The
financial services sector may proactively assess the potential impact of these reforms and evaluate
and prepare systems, processes and documentation to maximize the benefits once implemented.

Similarly, the clarification expected on ITC reversal provisions under Section 17(4) of the Central
Goods & Services Act, 2017, is likely to bring in certainty for the sector and help mitigate future
debates in assessments.

Amidst other reforms, the proposed relaxation of blocked credit restrictions for health and life
insurance, availability of refunds for capital goods procurement and clarification on ISD-related
distribution could further improve credit recovery and reduce embedded tax costs across the sector.



Impact analysis

Industry impact

Clarification on Section 17(4) Input Tax Credit (ITC) reversals: Clarification is expected on the
manner of availing credit for banks/NBFCs, bringing much-needed certainty to interpretational
challenges regarding which business registrations could opt for a 50% ad hoc reversal versus a
turnover-based reversal, as well as the manner of availment and disclosures of 50% ITC in returns.

Condition of ‘distinct persons’ for export of services relaxed: The definition of ‘export of services’
is proposed to be rationalized by deleting restriction in case of services by an Indian branch office
to overseas branch offices/head office. While this is a positive change, its impact on the financial

services sector may need to be evaluated for various cross-border fees.

Clarity on realization of proceeds for service exports: Clarification to be issued on receipts in
foreign exchange or other modes permitted by the RBI, as being a valid consideration for export
services provided, thereby removing ambiguities relating to various financial services where fees
are received through RBI permissible INR-denominated accounts.

Exemption for fund transfer pricing adjustments between branches of a bank: Clarification
expected which recognises income on notional internal fund transfers for inter-branch funding
arrangements as “interest” which is exempt from GST, will put to rest any ongoing litigation being
faced by banks on the issue.

Input tax credit eligibility for health and life insurance policies: Proposed amendments to remove
health and life insurance from blocked credits would allow corporates to avail ITC related benefits
on premiums, which could further reduce the overall cost of such products.

Refund eligibility for capital goods: ITC refunds allowances for capital goods could unlock
accumulated credits and improve cash flows for exporters and businesses operating under
inverted duty structures. While refunds for input services were available earlier, the extension to
capital goods from April 2027 is a significant reform that could reduce stranded credits and
enhance tax efficiency for new GCCs and expansion projects.

Compliance-related changes: Proposed return alignment and correction mechanisms, including
the proposed roadmap for implementation of IMS, could reduce mismatches, notices and
compliance burden.

E-invoicing under RCM: Proposed mandatory e-invoicing for specified domestic reverse-charge
supplies and import of services for taxpayers with an aggregate annual turnover of INR5 crore or
above could require system and compliance process changes.

Dispute resolution: Proposed measures, including a reduction in the general penalty from
INR25,000 to INR10,000, the introduction of a monetary threshold for tax notices and
rationalized penalty provisions for non-fraud cases, could reduce low-value litigation, lower
compliance burden and improve certainty in tax disputes.

Consumer impact

Insurance and financial products: Improved credit recovery may reduce embedded tax costs;
consumer benefits may depend on the final conditions and commercial pass-through.




Impact analysis

Way forward
Mapping of export opportunities post changes in conditions of exports and relaxation in the
categorization of export proceeds.

E-invoicing readiness: Identify affected domestic RCM and import-of-service transactions and
assess invoicing, ERP, reporting and reconciliation changes.

Quantify accumulated ITC relating to input services and capital goods procurements.
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