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DUTIES GO UP 20-30%

Cigarettesto
cost15-40%
more from
Februaryl

Current levies modest, offer fiscal and
public-health space for hike: Officials

« How cigarettes will be taxed

Component

Existing structure

From February1

Excise duty

Z5-10 per 1,000 sticks

¥2,050-8,500 per
1,000 sticks

NCCD*

-1Z230-850 per 1,000 sticks

¥230-850 per 1,000 sticks

28%

40%

Com_pensation

cess per 1,000 sticks

5-36% plus ¥2,076-4.170

Nil

*NATIONAL CALAMITY CONTINGENT DUTY: SOURCE: CBIC

Aanchal Magazine
New Delhi, January 1

SMOKING IS set to turn more
expensive from Februaryiwith
higher price increases for filters
and longer cigarettes. The gov-
emmentlate Wednesday night
notified the new duty rates for
tobacco products including
cigarettes and cess rates for
paan masala.

Cigarette makers estimate
theincrease in additional levies
to be 20-30 per cent, but they
are not sure if they will pass on
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I E EXPLAINED

How Govtjustifies
the duty hike

India’s total tax incidence on
cigarettes is approximately
53% of the retail price, much
lower than the 75% rate rec-
ommended by the WHO.
Cigarette prices have hardly
risen much since 2017 when
the GST regime came into
place, officialssaid.
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Cigarettes to costmore

theburdentotheconsumersim-
mediately, orininstallments. In-
vestment analysts, on the other
hand, said prices could rise by
anywhere between 15% and
40% in response to the duty in-
crease.

The stock markets took note
of the higher tax incidence with
share prices of cigarette makers
ITC and Godfrey Phillips India
plummeting almost 10 per cent
and 17 per cent, respectively, on
the National Stock Exchange.

Theimposition ofadditional
duties over and abovethe 40 per
centslabunder GST 2.0 marksa
transition from the eatlier com-
pensation cess levy under the
original GST regime.

The duty structure on ciga-
rettes is complex. As it exists
now, the total duties could be
broken down into four parts:
basic excise duty of Rs 5-10 per
1,000 sticks, National Calamity
Contingent Duty (NCCD) of Rs
230-850 per 1,000 sticks, GSTof
28percent, and acompensation
cess. The compensation cess
had two components: anad val-
orem levyranging from 5-36 per
cent and a flat levy ranging Rs
2,076-4,170 per 1,000 sticks. In
general, filters and longer ciga-
rettes attracted higher duties,
and cigars, cheroots and cigaril-
los, the highest.

From February 1, the com-
pensation cess component will
be knocked out. This has been
more than made tip by a higher
GST rate of 40%, and excise
duties from Rs 2,050-8,500 per
1,000sticks. The NCCDremains
thesame as earlier.

Finance Ministry sources
said the affordability of ciga-
rettes haseitherstagnated orin-
creased in the past decade, im-
plying cigarettes have not
become moreexpensiverelative
to consumers’ purchasing
power, which is contrary to glo-
bal public-health guidance. Glo-
bally, more than 80 countriesre-
vise tobacco taxes annually,
many using inflation-indexing
or multi-year excise schedules,
they said. Finance Ministry
sources said India’s current rate
remains modest, leaving con-
siderable fiscal and public-
health space for calibrated in-
creases without departing from
global norms. Citing a World
Bankarticle from July 2025, they
said India’s total tax incidence
oncigarettesisapproximately 53
percentoftheretail price, falling
significantly short of the 75 per
cent rate recommended by the
World Health Organization.

The Tobacco Institute of
India, a representative body of
farmers, manufacturers, ex-

¢ How paan masala will be taxed

EXISTING STRUCTURE FROMFEBRUARY 1
GST cc Total GST |NewCess| Total
28% 60% 88% 40% 48% 88%
015R | 0J32R 047R | 0.29R 0.18R 047R
CC: COMPENSATION CESS; R: RETAIL SALES PRICE
portets, and ancillaries of the  onpaanmasalafrom28percent
cigarettes’ segment of thedo-  tothestatutory ceiling of 40 per

mestic tobacco industry incor-
porated in1992 by ITC, Godfrey
Phillips India, and VST Indus-
tries, said in a statetnent it was
“shocked and surprised to note
the unprecedented inctease in
duty” given the statements
made by the government that
the overall impact will be rev-
enue neutral.

For every three legal ciga-
rettes, one smuggled or illicit
cigarette is sold in the country
and this high tax increase will
furtherboost illegal andillicitac-
tivity, it said. “Cigarettes are al-
ready a highly taxed product in
the country. Legal cigarettes
constitute only10 percentofthe
total tobacco consumption
while contributing80 percentof
tobaccotaxrevenue,”itsaid, ask-
ing the government to review
the computations.

Apart from cigarettes, paan
masala, too, will attract a 40 per
cent GST rate along with a
‘Health Secuirity se National Se-
curity Cess’. The GST Council
decided toincreasethe GSTrate

cent, and therefore the remain-
ing portion of the existing tax
burden is being shifted to the
machine-based cess under the
Health Security se National Se-
curity Cess Bill, 2025, an official
said. The calibrated rates under
the cess ensure that the com-
bined incidence of GST and the
new cess remains broadly equiv-
alenttothecurrent incidence of
GST plus compensation cess,
the official said.

Asperthecurrent GST'struc-
ture for paan masala, aGST rate
of 28% was levied along with a
cessof 60%, takingthetotallevy
to88percent. Now, withthe new
cess rate of 48 percent, and a40
per cent GST rate, the total levy
amountsto 88 percent, Finance
Ministry sources said.

Also, the central excise duty
on chewing tobacco, jarda
scented tobacco and gutkha,
when manufactured with the
aid of a packing machine and
packed in pouches, willbelevied
on the basis of capacity of pro-
duction from February 1. Fi-

nance Ministry sources said
both paan masala and tobacco
are evasion-prone, machine-
drivensectors whereactual pro-
duction is difficult to measure,
and therefore a capacity-linked
levy is better. GST provides the
value trail by showing how
much was sold and at what
price, while cessprovidesthe ca-
pacitytrail by telling how much
could have been produced, the
sources said.

For other tobacco products,
the excise duty on hookah has
been notified to be 33 per cent,
while a rate of 60.5 per cent has
been notified for homogenised
tobacco, preparations contain-
ing chewing tobacco and snuff.
The duty rate is higher at 82 per
cent for chewing tobacco and
jarda scented tobacco. Smoking
mixtures for pipesand cigarettes
will attract 279 per cent duty.

Last month, thegovernment
introduced two legislations in
Parliament tobringinhigherex-
ciselevy on tobacco and related
products, and the ‘Health Secur-
ity se National Security Cess’on
paan masala.

Thelevies havebeenbrought
inasthe GST compensation cess
is set to lapse after March 2026.
Under GST, states were guaran-
teed compensation at the com-
pounded rateof14 per cent from
the base year 2015-16 for losses
arising due to implementation
of the taxation regime for five
yearssinceits rollout.




