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GDP RATIO — AUTOMOBILE INDUSTRY

e THE AUTOMOBILE INDUSTRY ACCOUNTS FOR 7.10 PERCENT OF THE COUNTRY'S GDP.

e WITH AUTOMOBILES BEING THE MODE OF TRANSPORTATION FOR PERSONAL PURPOSE &
COMMERCIAL PURPOSE THIS INDUSTRY IN INDIA IS GROWING RAPIDLY.



CURRENT TAX LAWS & EXPECTED GST ON AUTOMOBILES

Segment Excise NCCD + Auto cess \"7:\) Road Tax* Total CGST | SGST | TOTAL | Difference

Small Cars <1200cc  12.5% 1% + 0.125% State based 28 % 9% 18%

Mid-Size Carsfrom  240% 1% + 0.125% State based  40% 9% 9% 18%
1200cc to 1500cc

Luxury Cars>1500cc  27.0% 1%+ 0.125% State based  44%  14% 14% 28%

SUV’s >1500cc, 30.0% 1% +0.125% slate based  47%  14% 14% 28%

>170mm ground
clearance

*Delhi Price up to ¥ 6 Lac - Petrol Cars - 4%, Diesel Cars - 5%

INndividuagl Price between % 6 Lac - 10 Lac - Petrol Cars - 7%, Diesel Cars - 8.75%

Regig’rrgﬂon Price > %10 Lac as Ex-showroom Cost - Petrol Cars - 10%, Diesel Cars - 12.5%




MERITS

 CREDIT AVAILABLE FOR NON ADJUSTABLE CESS/ TAX AS PER CURRENT SCENARIO - THE PRESENT LEVIES SUCH AS
NCCD AND AUTOMORBILE CESS WHICH ARE OUT OF CREDIT MECHANISM WOULD BE ABOLISHED WITH INTRODUCTION
OF GST. THUS, REDUCING THE ADDITIONAL COST BURDEN.

 UNIFORM RATE OF TAX ACROSS ALL THE STATES - THE PRACTICE OF RATE-BUYING WHICH MEANS BUYING OF A
PRODUCT FROM THE STATE WHERE LESS TAX IS LEVIED AS COMPARED TO OTHER STATE WOULD BE STOPPED WITH
INTRODUCTION OF UNIFORM TAXES ACROSS THE COUNTRY.

« CREDIT AVAILABLE FOR INTERSTATE TAX - THE INTERSTATE TAX WHICH IS CURRENTLY LEVIED WITH NO CREDIT MECHANISM
ADDS TO THE ADDITIONAL COST WOULD NOW BENEFIT FROM THE INTRODUCTION OF INTEGRATED GOODS & SERVICE
TAX (I-GST) WHERE CREDIT WOULD BE AVAILABLE.

« SBC ON INPUT SERVICES - CURRENTLY INPUT OF SBC IS NOT APPLICABLE, SO LOSS OF 0.5 %, IN GST NO SUCH
PROVISION, 100% INPUT CAN BE TAKEN.

e REVERSAL OF PROPORTIONATE CENVAT CREDIT OF SERVICE TAX DUE TO TRADING ACTIVITY = NOW IN GST NO SUCH
REVERSAL (REVERSAL ONLY TO THE EXTENT OF EXEMPT SUPPLY).

e VEHICLE PRICES - AT PRESENT, THE EXCISE DUTY FOR VEHICLES IS DIVIDED INTO FOUR SLABS, IN WHICH THE SMALLEST TAX
RATE IS APPLICABLE TO SMALL CARS. WITH GST IMPLEMENTATION, TAXES LEVIED BY THE CENTRE LIKE EXCISE DUTY AND
STATE LEVELS TAXES LIKE SALES TAX, ROAD AND REGISTRATION TAX WOULD ALL BE SUBSUMED INTO ONE. ASSUMING THAT
THE PROPOSED TAX RATE OF 18 PERCENT IS ACCEPTED, THE VEHICLE PRICES ARE EXPECTED TO DECREASE.

* INTER STATE BUSINESS - THE OVERALL COMPLIANCE BURDEN IS EXPECTED TO DECREASE AND BRING LOT MORE
EFFICIENCY IN OPERATIONS. FROM THE INDIRECT TAX PROSPECTIVE THE WHOLE COUNTRY WILL BE TREATED AS 'ONE
MARKET AND WILL ADD TO OPERATIONAL EFFICIENCIES. ONE COULD EXPECT THE LOGJAM AT CHECK POST, ETC. WILL
GET ELIMINATED.




DEMERITS

« HIGHER COST OF WORKING CAPITAL (DEALERS) — INTER-STATE VEHICLE/PARTS TRANSFER WILL BE LIABLE FOR GST.
FURTHER, IF THERE ARE SEPARATE DEALERSHIPS OF A DEALER AND SEPARATE GST REGISTRATION NUMBER IS OBTAINED
FOR EACH SUCH DEALERSHIP, THEN TRANSFER OF ANY GOODS/ SERVICES BETWEEN SUCH DEALERSHIPS WILL ALSO BE
LIABLE FOR GST. THIS SHALL BLOCK THE WORKING CAPITAL AS THE TAXES NEEDS TO BE PAID FROM OWN FUNDS AND
COLLECTION OF TAXES WILL BE AT A LATER DATE ONLY WHEN SUCH GOODS/ SERVICES ARE EVENTUALLY SOLD.

* TIME OF SUPPLY FOR GST PAYMENT — RECEIPT OF ADVANCE IS SOUGHT TO BE TREATED AS A TAXABLE EVENT.
CONSIDERING THE PRACTICE OF 'CASH & CARRY' FOLLOWED BY VEHICLE MANUFACTURERS AND ALSO THE DEALER
NETWORK FOLLOWING ADVANCE FOR SUPPLY WITH ITS CUSTOMERS, THE CHANGE IN THE TIMING OF SUPPLY WOULD
RESULT IN SIGNIFICANT CHANGES IN THE CASH FLOW, AND ALSO PROCEDURAL CHANGES FOR MANUFACTURERS AND
DEALERS.

 DEALER INCENTIVE SCHEME - CURRENTLY, DEALER INCENTIVE SCHEMES ARE NOT SUBJECT TO VAT, BUT THERE ARE
ISSUES ON APPLICABILITY OF SERVICE TAX ON DEALERS, DEPENDING ON THE TERMS OF EACH SCHEME. THE INDUSTRY
IS OF THE VIEW THAT THESE SCHEMES ARE NOT AN INDEPENDENT SERVICE BY DEALERS TO THE MANUFACTURERS, BUT
ARE IN THE NATURE OF POST-SALE DISCOUNTS. THE GST ACT DOES NOT PROVIDE AS TO WHETHER THESE INCENTIVES
OR DISCOUNTS ARE SUBJECT TO GST.

» SALE OF GOODS/ SERVICE WITHOUT ANY FORM OF CONSIDERATION - CURRENTLY EXEMPTED FROM BEING TAXED
UNDER VAT AND SERVICE TAX.

» FREE SERVICES/ WARRANTIES - FREE SERVICES ARE NOT TAXED UNDER CURRENT TAX LAWS. UNDER GST, THE FREE
SERVICES/ WARRANTIES WOULD ALSO BE LIABLE FOR TAXATION. ALSO AS PER THE TIME OF SUPPLY RULE, GST ON
SUCH COUPONS NEEDS TO BE PAID IMMEDIATELY ON THE DATE OF ISSUE OF SUCH VOUCHERS.

* REVERSE CHARGE — NOW IN GST IF A REGISTERED DEALER IS TAKING ANY TYPE OF SUPPLY FROM UNREGISTERED
DEALER THAN HE NEED TO PAY GST UNDER REVERSE CHARGE, SO INCREASE IN COMPLIANCES & COMPLEXITY.




COMPLIANCE ISSUES

VALUATION -

« SALE oF CAR WITH ACCESSORIES, WARRANTY, ETC:

o SALE OF VEHICLE ALSO REQUIRE/ INCLUDES VARIOUS ANCILLARY SERVICES SUCH AS INSURANCE, EXTENDED
WARRANTY, ACCESSORIES, REGISTRATION ETC. VALUATION WOULD NOW DEPEND UPON THE
CLASSIFICATION AS “COMPOSITE SUPPLY" OR AS A “MIXED SUPPLY". SO VALUATION REQUIRE SOLE
PURPOSE OF TRANSACTION & ALSO REQUIRE SOME MORE CLARIFICATIONS FROM THE DEPARTMENT. IF EACH
ITEM FALL IN SAME RATE SLAB THAN THERE WILL BE NO ISSUE OTHERWISE IN CASE OF “MIXED SUPPLY"
HIGHEST RATE SLAB TO BE USED & IN CASE OF “COMPOSITE SUPPLY" RATE BASED ON ACTUAL PURPOSE OF
SUPPLY TO BE USED.

« SERVICING ofF CAR -

e VALUATION WILL DEPEND ON THE CORE PURPOSE. FOR EXAMPLE — SERVICE OF CARS INCLUDE SALES OF
SPARES/ PARTS ALSO, BUT THE SOLE PURPOSE OF CUSTOMER IS SERVICING (WHICH IS NOT POSSIBLE
WITHOUT SALE OF SPARES) SO THIS IS A COMPOSITE SUPPLY WITH THE PURPOSE OF SERVICING THE CAR.



TRANSITIONAL CREDITS:

POINT TO REMEMBER THAT CREDITS CAN BE TAKEN FOR INVENTORY LYING AT THE TIME OF TRANSITION SUBJECT
TO SOME CONDITIONS SUCH AS —

PROPER RECORDS/ DOCUMENTS,

AVAILABILITY OF INVOICES OF THAT INVENTORY (IF PROPER EXCISE INVOICE IS NOT AVAILABLE WITH THE DEALER
STILL A PERCENTAGE (40%) CAN BE TAKEN AS CREDIT TO TRANSIT ITS EXCISE CREDIT IN THE GST REGIME),

INPUT SHOULD REFLECT IN THE LAST RETURNS (EITHER SERVICE TAX OR VAT/SAD).
PASSING OF PROFIT TO CUSTOMER BECAUSE OF TRANSITION.

INPUT NOT IN EXCESS OF 12 MONTHS FROM THE DATE OF APPLICABILITY OF GST.



OTHER PROCEDURAL REQUIREMENTS AND ITS IMPACT:

REGISTRATION:

SEPARATE REGISTRATION FOR EACH STATE EVEN IF IT PERTAINS TO THE SAME DEALERSHIP AND COVERED UNDER THE
SAME PAN.

DEALER CAN OPT FOR MULTIPLE REGISTRATIONS WITHIN THE STATE FOR VARIOUS DEALERSHIPS.

RETURNS:

FOR EACH REGISTRATION A MINIMUM OF 37 RETURNS IN ONE FINANCIAL YEAR APART FROM ISD RETURNS, IF ANY
REQUIRED TO BE FILED.

RETURNS FILED WILL BE MATCHED WITH THE RETURNS OF THE VENDORS/ CUSTOMERS. IN CASE TAXES ARE NOT PAID BY
THE VENDORS OR IF THE RETURNS ARE NOT FILED BY THE VENDORS, THEN THE CREDIT OF SUCH TAXES IS DENIED TO THE
CUSTOMERS. THEREFORE, TIMELY PAYMENT OF TAXES, FILING OF RETURNS NEEDS TO BE ENSURED IN THE GST REGIME.

ACCOUNTING:

COORDINATION/ COMMUNICATION, FLOW OF DOCUMENTS FROM VARIOUS BRANCHES TO ACCOUNTS DEPARTMENT
SHOULD BE BEFORE 10TH OF THE SUBSEQUENT MONTH.

THEREFORE, ACCOUNTING FUNCTION NEEDS TO BE MORE ROBUST, LIVE AND AUTOMATIC. AS FAR AS POSSIBLE, A
DEALER MUST MAP ITS ACCOUNTING FRAMEWORK WITH OTHER PROCESSES IN AN ERP ENVIRONMENT AND
THEREFORE FINANCE & ACCOUNTS DEPARTMENT NEEDS TO BE BETTER STRUCTURED TO COPE UP WITH THE NEEDS OF
THE GST REGIME.



CONCLUSION -

o OVERALL THE GST WOULD BE BENEFICIAL FOR THE AUTOMOBILE INDUSTRY WITH THE GOVERNMENT PROMOTING
DOMESTIC MANUFACTURE AND TAXING THE HIGH END CARS WITH HIGHER RATE.
AS HIGH-END AUTOMOBILES IMPORTED WOULD BE CHARGED BY IMPORT DUTY WHICH WOULD NOT BE
SUBSUMED IN THE GST.

e BUT NEED TO CLOSELY REVIEW THE IMPACT OF GST TRANSITION AS THERE ARE SOME COMPLEX PHASES SUCH AS
IN CASE OF INPUT OF INVENTORY LYING AT THE TIME OF GST IMPLEMENTATION

e ANTI-PROFITEERING MEASURES WILL NEED TO BE REVIEWED.

* |MPLEMENTATION OF GST WOULD REDUCE THE COST OF MANUFACTURING OF CARS DUE TO THE SUBSUMING
OF DIFFERENT TAXES LEVIED CURRENTLY.
REDUCTION OF COST WILL LEAD TO A MAJOR BOOST IN DEMAND OF THE AUTOMOBILE INDUSTRY.



CA DIVYANSHU SENGAR

IN CASE OF ANY QUERY./ CLARITY/ CORRECTION, YOU CAN
REACH ME @ CADIVYANSHUSENGAR@GMAIL.COM.

*THANK YOU


mailto:divyanshusengar@gmail.com

