Vol 7 Issue 5 June 2017 ISSN No : 2230-7850

International Multidisciplinary
Research Journal

Indian Streams
Research Journal

Executive Editor Editor-in-Chief
Ashok Yakkaldevi H.N.Jagtap




RNI MAHMUL/2011/38595

Welcome to ISRJ

ISSN No.2230-7850

Indian Streams Research Journal is a multidisciplinary research journal, published monthly in English,
Hindi & Marathi Language. All research papers submitted to the journal will be double - blind peer reviewed
referred by members of the editorial board.Readers will include investigator in universities, research institutes
government and industry with research interest in the general subjects.

Dr. T. Manichander

Mr. Dikonda Govardhan Krushanahari
Professor and Researcher ,

Regional Editor

Rayat shikshan sanstha’s, Rajarshi Chhatrapati Shahu College, Kolhapur.

International Advisory Board

Kamani Perera
Regional Center For Strategic Studies, Sri
Lanka

Janaki Sinnasamy
Librarian, University of Malaya

Romona Mihaila
Spiru Haret University, Romania

Delia Serbescu
Spiru Haret University, Bucharest,
Romania

Anurag Misra
DBS College, Kanpur

Titus PopPhD, Partium Christian
University, Oradea,Romania

Pratap Vyamktrao Naikwade
ASP College Devrukh,Ratnagiri, MS India

R. R. Patil
Head Geology Department Solapur
University,Solapur

Rama Bhosale
Prin. and Jt. Director Higher Education,
Panvel

Salve R. N.
Department of Sociology, Shivaji
University,Kolhapur

Govind P. Shinde
Bharati Vidyapeeth School of Distance
Education Center, Navi Mumbai

Chakane Sanjay Dnyaneshwar
Arts, Science & Commerce College,
Indapur, Pune

Awadhesh Kumar Shirotriya
Secretary,Play India Play,Meerut(U.P.)

Mohammad Hailat
Dept. of Mathematical Sciences,
University of South Carolina Aiken

Abdullah Sabbagh
Engineering Studies, Sydney

Ecaterina Patrascu
Spiru Haret University, Bucharest

Loredana Bosca
Spiru Haret University, Romania

Fabricio Moraes de Almeida
Federal University of Rondonia, Brazil

George - Calin SERITAN

Faculty of Philosophy and Socio-Political

Sciences Al. I. Cuza University, lasi

Editorial Board

Iresh Swami
Ex - VC. Solapur University, Solapur

N.S. Dhaygude
Ex. Prin. Dayanand College, Solapur

Narendra Kadu
Jt. Director Higher Education, Pune

K. M. Bhandarkar
Praful Patel College of Education, Gondia

Sonal Singh
Vikram University, Ujjain

G. P. Patankar

Hasan Baktir
English Language and Literature
Department, Kayseri

Ghayoor Abbas Chotana
Dept of Chemistry, Lahore University of
Management Sciences[PK]

Anna Maria Constantinovici
AL. I. Cuza University, Romania

Ilie Pintea,
Spiru Haret University, Romania

Xiaohua Yang
PhD, USA

Rajendra Shendge
Director, B.C.U.D. Solapur University,
Solapur

R. R. Yalikar
Director Managment Institute, Solapur

Umesh Rajderkar
Head Humanities & Social Science
YCMOU,Nashik

S. R. Pandya
Head Education Dept. Mumbai University,
Mumbai

Alka Darshan Shrivastava

S. D. M. Degree College, Honavar, Karnataka Shaskiya Snatkottar Mahavidyalaya, Dhar

Maj. S. Bakhtiar Choudhary
Director,Hyderabad AP India.

S.Parvathi Devi
Ph.D.-University of Allahabad

Sonal Singh,
Vikram University, Ujjain

Address:-Ashok Yakkaldevi 258/34, Raviwar Peth, Solapur - 413 005 Maharashtra, India
Cell : 9595 359 435, Ph No: 02172372010 Email: ayisrj@yahoo.in Website: www.isrj.org

Rahul Shriram Sudke
Devi Ahilya Vishwavidyalaya, Indore

S.KANNAN
Annamalai University, TN

Satish Kumar Kalhotra
Maulana Azad National Urdu University



ISSN: 2230-7850 IMPACT FACTOR : 5.1651(UIF)

VOLUME - 7 | ISSUE - 5 | JUNE - 2017

GST — CHANGING PARADIGMS IN THE
INDIAN TAXATION

Dr. Tarunika Jain Agrawal’, C. A. Aashna Goyal’ and
Mr. Divyanshu Jain’

' Department of Commerce, Sri Aurobindo College,
University of Delhi, Delhi, India.

’ICAl, India. GOODS AND SERVICES TAX
*Student, University of Delhi.

s

ABSTRACT
ST, one of the most awaited reform in the indirect taxes of India, will be in effect from 1st July, 2017.
Rationale of GST was to have a single tax rate for all goods and services, charged by states and central
governments, in tune with the developed nations. Final rates have been decided and different treatments
have been assigned for different categories of goods. This paper attempts to analyse the impact of GST in the
context of Anti profiteering and free supplies. The findings suggest that the sectors can benefit from GST if they are
well prepared for the changes in the business environment.

KEYWORDS: Goods and Service tax, Taxation system, Anti profiteering, Free supplies .

INTRODUCTION :

Goods and Services tax (GST) will be in effect from July 1, 2017. After years of deliberations this act is
seeing the light of day. Recently the tax rates applicable to various categories of goods and services have been
finalised. Internationally GST is levied in more than 160 countries with different models in place - National GST
model, State GST model and a Concurrent Dual GST model,

GST aims to dismantle array of indirect taxes in prevalent in India like VAT, Excise duty, Service tax, Sales
tax, custom duty, and local taxes etc. in order to curb corruption and tax evasion.

Previous studies have analysed various aspects of GST theoretically. Studies like Poddar& Ahmad (2009)
relates to principles, issues, and procedures of GST implementation. Vasanthagopal (2011) highlights GST to be a
crucial reform and improvement over the current indirect taxation system. Recently studies likeMawuli (2014),
Kumar (2014), Pinki and Verma (2014), Sehrawat and Dhanda (2015), Chaurasia et al. (2016), Khurana& Sharma
(2016),Rizwana (2016), Kumar (2016), Lourdunathan& Xavier (2017) discusses challenges in implementation of
GSTand identify prospects of GST that would benefit the producers and consumers.

In light of the limited work done relating to GST in the context of Anti Profiteering and the treatment f of
free supplies, the present study attempts to fil this research gap.

ANTI-PROFITEERING

Amidstvehement discussions on the Goods and Service Tax (GST) in the Lok Sabha, a member M
VeerappaMoily suggested that "price control and anti-profiteering mechanism helps in determining
unreasonably high profits. In the Indian context, we should take some precautions so that the profiteering lobby
shall not thrive over this. Some countries have seen a rise in inflation because of switching over to GST regime.”
This suggestion caught the attention of the Finance Minister and post several deliberations by the GST Council, an
anti-profiteering measure was introduced in the new Model GST Law released on November 26, 2016. Anti-

Available online at www.lbp.world



GST — CHANGING PARADIGMS IN THE INDIAN TAXATION VOLUME - 7 | ISSUE -5 | JUNE - 2017

Profiteering means to stop a person from earning unreasonable profit through sale of goods and services.

The new draft on GST law introduced the provision of “Anti-profiteering” in Section 163 which enables the
Central government to constitute an authority to monitor:
e The price charged for goods and services in the lead-up to, and following the introduction of, GST and
e Thattrade and industry pass the benefits of input tax credit or reduction in tax rates to consumers.

The authority also has the power to impose penalty in cases where it finds non-compliance with the
abovesaid.

INTERNATIONAL PERSPECTIVE

Australia was the first country to enact this provision in July 2000. Australian Competition and Consumer
Commission (ACCC) road map was to educate the consumers and businesses through publication of price
guidelines, communication strategies and hot lines. Education was followed by extensive monitoring of prices
through Net Dollar Margin Rulefor 12 months before the commencement of GST.

Malaysia also introduced thisprovisionin April 2015. They chose to use Net Profit Margin methodology to
control prices. However, it led to widespread litigation and was found to be administratively difficult to
implement.

International experience indicates that anti-profiteering provisions are only effective if there is a
significant lead-in time to allow the relevant authority to educate consumers and businesses as to their rights and
obligations and monitor the prices.

WHAT BUSINESSES SHOULD DO?
Businesses should consider the following:

Maintain documentation of the process of eliminating Excise duty,
Sales Tax and Service Tax from its costs

v

Estimate the impact of input tax credit

{

Link above mentioned to pricing decision

This should be done at product level and entity level both. Another simple measure is to display 2 prices,
one before and one after the implementation of GST. This will allow customer to compare the prices and see the
change.

TAXABILITY OF ‘FREE SUPPLIES’ UNDER GST

The proposed Goods and Services Tax (GST) draft model was released in June’16.The purpose of GST is to
incorporate various taxes from the present Indirect Taxes structure and form one tax for all. Under the proposed
model, ‘Goods’ means any kind of movable property other than actionable claims and money and ‘Services’
means anything other than Goods.

Under GST, taxable event will be only one incidence, i.e. Supply. As per Section 3 of the GST model,
“Supply”is defined as:
a) All forms of supply of goods and/or services such as sale, transfer, barter, exchange, license, rental, lease or
disposal made or agreed to be made for a consideration by a personin the course or furtherance of business,
b) Importation of service, whether or not for a consideration and whether or not in the course or furtherance of
business, and
c) Asupply specifiedin Schedule |, made or agreed to be made without a consideration.

Schedule |, as mentioned above, includes permanent transfer/disposal of business assets, temporary
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application of business assets or services to a private or non-business use, assets retained after deregistration,
supply by a taxable person to another taxable or non-taxable person without consideration in the course or
furtherance of business.

Example:
e FreeSupplieslike samples, buy 1 get 1 free etc.
« Transfer of assets during liquidation or dissolution of firm.

Under the proposed GST model, free supplies are taxable, unlike present scenario where free supplies are
taxable only under Excise Laws and Custom Laws. For taxation purpose under GST, two things are of utmost
importance:

a. Time of Supply: Under GST, tax shall be payable at the earliest of the following dates on which:
« Goodsareremoved forsupply to the recipient (for goods required to be removed);
e Goodsare made available to the recipient (for goods not required to be removed);
e Invoiceisissued bythe supplier;
»  Paymentisreceived by the supplier;
»  Recipientshows receipt of goodsin his books of account.

So, in the case of free supplies where there is no invoice, payment or mention of the same in the books of
accounts, the taxable event will be when goods are removed for supply or made available to the recipient.

Since no invoice is issued or payment is made in the case of free supply, the time of supply in case of
services will be date of completion of the provision of service.

b.Valuation of goods/services: As per the GST Model, valuation rules are to be applied when:

» theconsideration, whether paid or payable, is not money, wholly or partly;

« thesupplierandtherecipient of the supply are related;

- thereisreasontodoubtthetruth oraccuracy of the transaction value declared by the supplier;

» business transactions undertaken by a pure agent, money changer, insurer, air travel agent and distributor
orselling agent of lottery;

e Such other supplies as may be notified by the Central or a State Government in this behalf on the
recommendation of the Council.

So, in case of free supplies, i.e. supply without consideration, Valuation Rules apply which are:

RULE 4 Comparison Transaction value of goods/services of like kind and
Method(similar to the | quality supplied at or about the same time to other
present valuation | customers adjusted with factors like:
mechanism as given in the | a) Difference in dates of supply;

Excise Law) b) Difference in commercial levels and quantity levels;
¢) Difference in character of goods/services;
d) Difference in other expenses relating to place of
supply

RULE 5 Computed Value | It is to be applied where Rule 4 cannot be applied. Under
Method this method the complete cost of the goods/services

including the charges for brand and designing, profit
margins and general expenses while rendering similar
services or supplying similar goods shall be deemed to be
the value.

RULE 6 Residual Method Where both Rule 4 and 5 fail to apply the value shall be

determined using the reasonable means consistent with the
principles and general provisions of these rules.
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For example: A pharmaceutical company is planning to introduce a new Antibiotic in the market. In order
to do the same, marketing division decided to give its free samples to the Doctors. Now under GST, these samples
will be liable to tax. Time of supply in this case would be when the said Antibioticis out for delivery to the Doctors.
And the valuation of the same would be similar to the one having same type of salt (like quality, quantity) and
quantity (like 10 tablets). Yes, some adjustments can be made in the value so arrived.

However, under the proposed GST draft model there is ambiguity on certain points which are:

1.As per Rule 4 of Valuation Rules, “value of goods/services of like kind and quality” can be challenged.

2.As per Rule 5 of Valuation Rules, “charges for brand and designing” is not properly clarified in terms of its
calculation or apportionment.

3.No provisions for repeated free supply of goods/services.

In short, the intention of GST is to expand the scope of levy of Indirect Taxes on supplies that are made
without consideration whichis not there in the existing mechanism.
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