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Section 51 of the Goods and Services Tax (GST) Act introduces the 

concept of Tax Deducted at Source (TDS), requiring certain 

government departments, public sector undertakings (PSUs), and other 

specified entities to deduct a portion of tax when making payments for 

goods and services. The objective is to streamline tax collection, reduce 

tax evasion, and ensure timely tax remittance to the government. This 

provision directly affects businesses, particularly contractors and 

service providers, by reducing their cash flow due to the upfront tax 

deduction. In the context of Bihar, Section 51 has significant economic 

implications. The state's economy, which includes a substantial 

number of small businesses and public sector projects, will benefit from 

improved tax compliance and transparency. However, small and 

medium enterprises (SMEs) may face temporary liquidity challenges 

due to the TDS mechanism. The deducted tax can be claimed as input 

tax credit, reducing the long-term impact on businesses. To fully 

leverage the advantages of Section 51, Bihar must focus on enhancing 

awareness, simplifying compliance procedures, and providing timely 

refunds to mitigate cash flow issues. This would encourage better tax 

collection, foster economic growth, and reduce informal sector activity, 

contributing positively to Bihar's overall economic development. 
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Introduction:- 
The Central Goods and Services Tax (CGST) Act, 2017 introduced a comprehensive tax structure for the nation 

under the Goods and Services Tax (GST) regime. One of the key provisions of this Act, Section 51, pertains to 

Tax Deduction at Source (TDS). While TDS is a well-known concept in the realm of income tax, its application in 

the context of GST was a novel step aimed at improving compliance and increasing transparency in the collection of 

tax. This provision has specific implications for the state of Bihar, where tax collection has historically been a 

challenge. 

 

Understanding Section 51 of the CGST Act: 

1. TDS in GST - The Basic Mechanism: 

Section 51 introduces a Tax Deduction at Source (TDS) system under GST, specifically targeting transactions 

between government entities and suppliers. In the GST regime, TDS requires certain specified entities to deduct a 

fixed percentage of tax when making payments for goods and services to suppliers registered under GST. The 

deducted tax is then remitted to the government. 

 

Corresponding Author:- Shashwat Shailesh 

Address:- T.M.B.U, Bhagalpur. 

http://www.journalijar.com/


ISSN: 2320-5407                                                                             Int. J. Adv. Res. 13(02), 346-350 

347 

 

The TDS mechanism is applied to government bodies, local authorities, and other specified agencies when making 

payments to suppliers under government contracts or procurement arrangements.  

 

Key Features: 

 TDS Applicability: 
o TDS applies to specified transactions, such as payments made to suppliers for goods and services under GST, 

typically above a certain threshold. 

o The TDS is deducted by the government entities (Central or State) and certain other notified persons (e.g., 

government contractors, specified taxpayers, etc.) involved in making payments to the suppliers. 

 TDS Deductors: 

o Government Departments and Local Authorities: These bodies are mandated to deduct tax on payments 

made to suppliers. 

o Specified Persons: Certain other notified persons (including large taxpayers) are also required to deduct tax 

under section 51. 

 Rate of Deduction: 

o The rate of TDS is 2% (1% for CGST + 1% for SGST/UTGST) on the value of the supply (exclusive of GST). 

o For interstate transactions, the total TDS would be 2% IGST (instead of CGST/SGST). 

 Time of Deduction: 

o The tax is deducted at the time of payment, whether in full or part, to the supplier. 

 Deposit of TDS: 

o The TDS deducted must be deposited with the government within 10 days from the end of the month in which 

the deduction was made. 

 Return of TDS: 

o The deductor must file a TDS return in Form GSTR-7 (within a prescribed timeline). 

o The deducted TDS is credited to the supplier’s Electronic Cash Ledger in the GST portal. 

 TDS Certificate: 

o A certificate of TDS deduction must be issued to the deductee in Form GSTR-7A. 

 

Key Provisions of Section 51 

 Section 51(1): It mandates that the government may notify specific categories of persons who shall be 

required to deduct tax at source when making payments to the supplier. 

 Section 51(2): The rate of TDS is 2% (1% for CGST + 1% for SGST/UTGST) on the value of the supply 

(exclusive of GST). 

For interstate transactions, the total TDS would be 2% IGST (instead of CGST/SGST). 

 Section 51(3): The deducted amount must be deposited by the deductor (the person deducting the tax) to the 

government within a prescribed time, generally 10 days after the end of the month in which the deduction is 

made. 

 Section 51(4): The deductor is required to issue a certificate to the deductee for the amount deducted, in the 

prescribed format (Form GSTR-7). 

 Section 51(5): The person deducting the tax (deductor) will be required to file a return in Form GSTR-7, 

detailing the TDS deductions made in a given period. This return should be filed monthly, within 10th of the 

succeeding month. 

 Section 51(6): The tax deducted at source will be reflected in the deductee’s (the supplier's) electronic cash 

ledger, allowing them to claim the deducted tax as a credit while filing their GST returns. 

 

Forms Involved in TDS Procedure 

 Form GSTR-7 (TDS Return): This is the return that needs to be filed by the deductor every month. It reports 

the amount of tax deducted at source and the details of the deductees. 

 Form GSTR-8 (TDS Certificate): This certificate is issued by the deductor to the deductee, confirming the 

TDS deductions made. It contains details of the deductee, the amount deducted, and the GSTIN of the deductor 

and deductee. 

 Form GSTR-2A: The tax deducted will appear in the deductee's GSTR-2A form, showing the TDS credits for 

reconciliation with the GST returns filed by the deductee. 
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Procedure for TDS Deduction 
The procedure generally involves the following steps: 

 Step 1: The specified person (deductor) makes a payment to the supplier (deductee). 

 Step 2: The deductor calculates the TDS amount (1% for CGST and SGST or 2% for IGST, depending on the 

type of transaction). 

 Step 3: The TDS amount is deducted from the payment to the supplier. 

 Step 4: The deducted amount is deposited with the government through the prescribed online payment 

mechanism. 

 Step 5: The deductor files GSTR-7, detailing the TDS deducted, and provides a TDS certificate (Form GSTR-

8) to the deductee. 

 Step 6: The deducted tax is reflected in the deductee’s GSTR-2A, which they can use for their input tax credit 

(ITC) claims. 

 

Impact on the Deductee (Supplier) 

For the deductee, the primary effect of TDS is that they are receiving payments net of the TDS amount. However, 

this does not mean that the deductee is losing out on the tax, as the deducted amount will be available as an input 

credit in their electronic cash ledger. 

 

The deductee (the supplier of goods or services) will face certain implications due to TDS deductions: 

1. Tax Credit: The amount of TDS deducted by the government will be credited to the supplier’s Electronic 

Cash Ledger. 

o This credit can be used to offset any future GST liabilities of the supplier. 

o However, the supplier may face a delay in the receipt of TDS credit, as the credit is reflected in the GST portal 

only after the deductor files the GSTR-7. 

2. Working Capital Impact: 

o As the TDS is deducted at the time of payment, the supplier may have to deal with lower immediate cash flow. 

Though the TDS is eventually refunded through credit, this might cause short-term working capital challenges 

for the supplier. 

3. Taxable Income Considerations: 

o Suppliers need to ensure the TDS deducted is reflected in their returns. While the tax credit is available to them, 

the deducted TDS is also considered part of their tax liability and needs to be accounted for. 

 

Objective of Section 51: 

The primary objectives of Section 51 of the CGST Act are: 

 Improved Tax Collection Efficiency: TDS ensures that taxes are collected at the earliest point, reducing the 

chances of evasion. Government agencies, being the largest purchasers in any economy, are a natural point for 

initiating TDS. 

 Broadening the Tax Base: TDS provisions encourage businesses to be part of the formal economy. Suppliers 

who receive payments from government entities are likely to ensure GST registration and better compliance. 

 Reduced Evasion: By directly involving the government in deducting tax, the risk of tax evasion is minimized. 

This also brings informal businesses into the fold, as they will have to align with GST provisions. 

 

Economic Implications of Section 51 on Bihar: 

1. Revenue Implications: 

Bihar, which has a relatively lower tax base and historically lower per capita tax collection, stands to benefit from 

the introduction of TDS under Section 51. Here’s how: 

 Steady Revenue Flow: With government agencies and local authorities directly deducting taxes from payments 

made to suppliers, there is a more predictable and steady flow of tax revenue. This is especially crucial for 

Bihar, which has historically struggled with volatile revenue streams and low tax compliance. 

 Increased Formalization: Bihar, like many other states in India, has a large informal economy, with numerous 

small businesses that are not registered under GST. Section 51 incentivizes these businesses to formalize their 

operations, as government contracts will require them to be GST-registered. This formalization will gradually 

increase the tax base, leading to improved revenue collection in the long term. 

 Enhanced Government Resources: Bihar's government, especially at the local level, will benefit from 

improved tax receipts, which can be directed toward infrastructure development, education, and health services. 
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Bihar’s infrastructure lags in comparison to other states, and improved tax revenue will provide more fiscal 

room for government spending. 

 

2. Business Environment and Economic Growth: 

Bihar has long struggled with an underdeveloped business environment, and Section 51's implementation may have 

both positive and negative consequences for its business landscape: 

 Encouraging Transparency: TDS creates a more transparent business environment by ensuring that all 

suppliers who receive payments from government bodies comply with GST norms. This can help businesses in 

Bihar build better relationships with government agencies, contractors, and suppliers. 

 Cash Flow and Compliance: Smaller businesses, particularly SMEs in Bihar, may experience cash flow issues 

when TDS is deducted, as it may take time for suppliers to claim the tax credit. However, with appropriate GST 

credits, this burden can be mitigated, and the system can lead to greater compliance over time. Over time, as 

businesses adapt, this will reduce the informal sector's reliance on cash transactions. 

 Boost to Infrastructure and Business Projects: The formalization of transactions through TDS will likely 

have a positive impact on infrastructure projects in Bihar, which rely heavily on government funding. With 

improved tax compliance and revenue inflows, Bihar’s ability to fund projects such as roads, schools, and 

healthcare facilities could be greatly enhanced, fostering economic development and providing more business 

opportunities to local firms. 

 

3. Impact on Government and Public Sector Contracts: 

Since Section 51 mainly concerns transactions between government agencies and suppliers, it has significant 

implications for public sector projects and contracts in Bihar. 

 Increased Efficiency in Government Projects: Bihar’s government is a major spender on infrastructure, 

social welfare, and other development projects. By requiring TDS to be deducted on payments to suppliers, 

the government can ensure that taxes are properly accounted for, reducing the risk of leakage. This can lead 

to more effective execution of public sector projects. 

 Impact on Private Suppliers: Many private suppliers of goods and services to the Bihar government may 

find it easier to do business with the government, as the formalization of the procurement process will 

make payments and tax credits more transparent and predictable. However, the process could also create 

initial difficulties for businesses that are not used to working with the formal taxation system. 

4. Challenges and Limitations in Bihar: 

While the TDS system under Section 51 has potential benefits for Bihar, there are several challenges that need to be 

addressed for it to be effective: 

 Administrative Capacity: Bihar faces challenges in terms of administrative capacity to manage complex 

taxation systems like GST and TDS. The state may require considerable investment in staff training, 

infrastructure, and technological upgrades to ensure the effective implementation of Section 51. 

 Small and Medium Enterprises (SMEs): Small businesses and enterprises may face challenges in dealing 

with the cash flow issues arising from TDS deductions. The delay in receiving tax credits could hinder their 

working capital, especially when they are not accustomed to navigating the tax system. The state government 

will need to focus on providing support and incentives to ensure that SMEs do not face significant hurdles in 

GST compliance. 

 Technological Infrastructure: For Bihar, one of the largest challenges lies in ensuring that there is enough 

digital and technological infrastructure to handle the complexities of GST and TDS implementation. The state 

has made strides in recent years, but rural areas still suffer from a lack of digital connectivity and financial 

literacy, which could impede the full benefits of TDS under Section 51. 

 

5. Future Outlook: 

Looking forward, the implementation of TDS under Section 51 could provide significant opportunities for Bihar to 

enhance its tax collection system and improve economic outcomes: 

 Increased Tax Compliance: Over time, TDS will encourage better tax compliance, particularly among 

businesses that engage with the government. As businesses formalize and enter the GST system, the state's tax 

collection will improve, potentially contributing to greater economic development. 

 Growth in the Formal Economy: As small businesses and informal enterprises in Bihar are incentivized to 

register under GST due to TDS requirements, the state could see a significant rise in its formal economy. This 
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could lead to greater access to formal financing, better market access, and an overall improvement in the 

business ecosystem. 

 Impact on Social Welfare: With improved tax revenue, Bihar can also invest more in social welfare programs, 

which are essential in a state where poverty rates remain high. Programs in education, healthcare, and rural 

development can be bolstered with greater funds. 

 Long-term Economic Growth: If Section 51 is fully implemented and adopted, Bihar may experience steady 

and sustainable economic growth in the medium to long term. The system's efficiency in improving tax 

compliance will translate into greater public infrastructure, better business opportunities, and a more robust 

economy. 

 

Conclusion:- 
Section 51 of the CGST Act plays a critical role in improving tax compliance, increasing government revenue, and 

encouraging transparency in transactions between government bodies and suppliers. In Bihar, the introduction of 

TDS under this section could have significant economic implications. While it offers opportunities for better fiscal 

health, enhanced infrastructure, and improved business conditions, it also comes with challenges related to 

administrative capacity, cash flow issues for small businesses, and technological constraints. 

 

The state of Bihar needs to invest in improving its capacity to implement the TDS system effectively, ensuring that 

businesses, particularly SMEs, are equipped to handle the new compliance requirements. If successfully integrated 

into the state's economic framework, Section 51 can contribute positively to Bihar’s long-term economic 

development and growth. 
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