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Preface

With technology advancing leaps and bounds, modern management mantras and techniques
abounding, social and environmental issues gaining widespread attention and the globe
becoming one small village, the day of reckoning for the stakeholders has come. The time
to understand, that the past is history, the present is also going to be history and what now
counts is the future. And the future is now!

It is the next generation and its needs and drives that will make or break the aspirations
of business organizations ranging from conglomerates to start-ups. Therefore it is time to
start investing in Next Generation Transformation.

The Nexters (also called Generation Y) have lived much of their lives with ATMs,
DVDs, smart phones, laptops and the Internet along with the onset of the robotics
phenomenon. More than any other generation they tend to be questioning, socially
conscious and entrepreneurial.

Such a scenario, where there is a paradigm shift in the composition, perception and
wants of the customers, underscores the fact that there are, and going to be, multi-faceted
challenges for industry and the State.

With a view to challenge rather than succumb, create rather than surrogate and lead
rather than follow — organizations and other stakeholders will have to plan and execute
options through global, innovative and inclusive technological and managerial strategies,
keeping in mind the bottom-line and other socio-economic factors.

The book is an effort to collect, assimilate, synthesize and disseminate the thoughts,
views, opinions and knowledge of the contributors with a view to provide a comprehensive
and integrated action framework within which strategies for the future may be evolved.

The present volume includes selected research articles/papers/case studies as received
from the contributors. The research papers have been compiled and presented in a logical
and sequential manner keeping in mind the diverse and multifarious needs of academicians,
research scholars, students and practitioners.

We expect this volume to be beneficial and provide insights into the finer points of the
theme.
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Corporate Social Responsibility:
An Analysis of its Tax Implications in
Indian Perspective

SRIPAL SRIVASTAVA! anD ANJALI DUBEY?

Abstract

Every economy has its own distinct needs and implications of its revenues. The governance
of an economy is fuelled through its revenues. In order to generate sufficient and timely
revenues, the revenue department has to be observant enough to synchronies various sectors
of the industries through an established framework of different kinds of taxes, duties, cess,
surcharges etc. During the whole course of collection, the revenue department has too
diligently look for, not only for probable loop-holes of in collection process, but also how
the assessments of taxes are made and how the assesses can be allowed certain leverages
for doing their part for the good of the society. Here comes the concept of Corporate Social
Responsibility for achieving a governments ultimate objective of serving its people. In a
way, an assessee spends a certain amount of funds out of its taxable income, for the good of
society, taking its responsibility as a corporate entity and thereby the revenue department
allows certain relaxations in taxable amount to the assesse. Incidentally, the larger good of
the society is achieved.

This paper is an analysis of implications of Corporate Social Responsibility in Indian
scenario, with a special reference to the mind crunching provisions of the Indian Income
Tax Act, 1961 and the Indian Companies Act, 2013
Keywords: Corporate Social Responsibility (CSR), Assesse, Deductions, Income Tax, Net
Profits, Taxable Income, Expenditures, Companies Act

INTRODUCTION

It has been said that no one can escape from two things the first one is the Death and the
other is Taxation. The Indian Income Tax Act, 1961 has been time and again been quoted
as being one of the most delicate as well as most complicated taxation framework.

Before we go deeper in to the depths of Indian Income Tax, let us clear our basis
understanding of the term “Corporate Social Responsibility”. As mentioned in the
Companies (CSR Policy) Rules 2014, “Corporate Social Responsibility (CSR)” means
and includes but is not limited to:

1. Projects or Programs relating to activities specified in Schedule VII of the Act or

2. Projects or Programs relating to activities undertaken by the Board in pursuance of
recommendations of the CSR Committee as per the declared CSR Policy subject

I Assistant Professor, IIMT College of Management, Greater Noida (UP)

2 Assistant Professor, ABES IT, Ghaziabad (UP)
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to the condition that such Policy covers subjects enumerated in Schedule VII of the
Act.

Applicability of Section 135(1) of the Companies Act 2013

Every Company whether Private Limited or Public Limited, including its holding
or subsidiary & a foreign company having, during any financial year (any of the three
proceeding financial year):

1. Net Worth of Rs 500 Crores or
2. Turnover of Rs. 1,000 Crores or
3. Net Profit of Rs. 5 Crores.

Amount to be Expended on CSR Activities

1. The company shall spend at least 2% of its Average Net Profit for the immediately
preceding three financial years on Corporate Social Responsibility activities.

2. CSR expenditures shall include all expenditures including contribution to corpus
but does not include any expenditure on any item not in conformity or not in line
with activities which fall within the purview of the Schedule VII of the Act.

3. The list of activities in Schedule VII is illustrative and not exhaustive.

4. CSR Committee with a view to discharge its CSR obligation as arising under s
ection 135 of the Act in the following three ways:

(a) making a contribution to the funds as specified in Schedule VII to the Act; or

(b) through (NGO) a registered trust or a registered society or a company
established under section 8 of the Act by the company, either singly or
along with its holding or subsidiary or associate company or along with any
other company or holding or subsidiary or associate company of such other
company, or otherwise; or

(c) in any other way in accordance with the Companies (CSR Policy) Rules,
2014, e.g. suo motto.

5. First preference shall be given to Local Area & Area around it, where company
operates;

6. In case of failure to expend the amount on CSR Activities, the Board of Directors
shall specify the reason for non-expenditure in the Board’sReport.

Which Activities shall not be Considered under Corporate Social Responsibility?
1. CSR projects or programs or activities undertaken in pursuance of its ‘normal
course of business’
2. CSR projects or programs or activities
» Carried out as a pre-condition for setting up a business, or
» As a part of contractual obligation undertaken by the company; or
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* In accordance with any other Act; or

* As a part of the requirement in this regard by the relevant authorities (These
activities regarded as normal course of business)

3. CSR Projects or Programs or Activities\
e Undertaken outside India;
» That benefit only the employees of the company & their families

4. Contribution of any amount directly or indirectly to any Political Party (Section
182

Composition of CSR Committe

1. Minimum 3 including 1 Independent Director except
* Private Company o
* The company which is not required to appoint an Independent Director o
* Foreign Compan

2. In Case of 2 Directors

Types of Company Composition
Foreign Company At least 2 Person , one of them must be
Company’s Representative
Private Company (Having 2 Director) 2 Directors
Mandatorily not requiring Independent 2 Directors
Director
Any other Company (Mandatorily requiring Minimum 3 including one of them
Independent Director) Either listed or not Independent Director

Consequences of Non-Compliance of Provision

1. Ifacompany contravenes the provision , shall be punishable with fine which
e Shall not be less than Rs. 50,000/-
* But which may extend up to Rs. 25,00,000/-, And
2. Every officers of the Company who is in Default, shall be punishable with
* Imprisonment for a term, which may extend to 3 years or
¢ Fine which shall not be less than Rs. 50,000/-
* But which may extend up to Rs. 5,00,000/- or
* Both

Disclosure of CSR

Every company, except foreign company shall disclose the Annual report on CSR,
containing particulars specified in the Annexure, in its Board Report and publish inwebsite
as well.

In case of Foreign Company, the Balance Sheet file under Section 381(1) (b) shall
contain an annexure regarding reporting on CSR.
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CSR Secto in Which | Projects/ programme | Amount Outlay | Spent on
Projeft or | the Project location (Specify (budget) project | the project

Cumulative
Expenditure up

Amo unit
spent Direct or

Activity covered the State and district or program or programs | to the reporting | Through Imple
Identified where project or Wise period menting agency
programms was
Undertaken)
Local Other Direct Through

Expenditure | Overhead

Meaning of Average Net Profit

Average Net Profit shall be calculated in accordance with Section 198 of the Companies
Act, 2013.Following elements shall not be included while calculating Average Net profit:

e Profit of Overseas Branch or Branches of the company,
e Any dividend received from companies in India, which are covered under &
complying with the provisions of the Section 135 of the Act.

Table to Compute Net Profit for CSR Contribution as Per Section 198 of Companies Act, 2013

Particulars Amount

Net profit after tax.

Net profit after tax is taken as base and accordingly the adjustments need to be considered
Add : | Allowed Credits

1. Bounties and Subsidies received

(from any Government, or any public authority constituted or authorised
in this behalf, by any Government, unless and except in so far as the
Central Government otherwise directs.)

2. Profit on sale of immovable property ( Original Cost — WDV )
Less | Credits Disallowed

Profit on sale of forfeited shares

Profits of a capital nature including profits from the sale of the
undertaking

Profit on sale of immovable property (Sale Value of Immovable
Property — Original Cost )

Surplus in P&L on measurement of asset or liability at fair value

Less : | Expenses Allowed
1 All the usual Working Charges

Director’s Remuneration

Bonus or Commission paid to Staff

Tax on excess or abnormal profits

Tax on business profits imposed for special reasons

Interest on Debentures

NN || AW

Interest on Mortgage & Secured Loan
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Interest on Unsecured Loan

Expenses on repairs ( other than Capital Expenditure )

10 | Outgoings inclusive of Contributions made under section 181 (
Bonafide Charitable Trusts )

11 Depreciation extent to section 123

12 | Prior period items

13 | Legal liability for compensation or damages

14 Insurance Expenses

15 Bad Debt Written off

Add : | Expenses Disallowed

Income Tax

Compensations, damages or payments made voluntarily

3 Capital Loss on sale of undertaking or part thereof ( Not include losses
on sale of asset )

4 Expenditure in P&L on measurement of asset or liability at fair value

A) Accounting Treatment

CSR Expenditure includes Spending as well as Contribution

CSR is not Charity or mere Donation

Calculation of CSR spend limit:

Average profit calculated u/s 198 for last 3 year X 2 % = CSR spend

Amount unspent or any surplus arising of the CSR activity will not be part of the
business profits of company.

No provision for unspent amount, only disclosure in Board report.

The excess amount cannot be carried forward for set off against the CSR expenditure
required to be spent in future

If CSR activities has been taken up (in progress) & liability has been incurred (due to
contractual obligation), then provisions should be made for such obligation.

Where a company receives a grant from others for carrying out CSR activities, the
CSR expenditure should be measured net of the grant.

Any surplus arising out of CSR project or programme or activities shall be recognised
in the statement of profit and loss and since this surplus can not be a part of business
profits of the company, the same should immediately be recognised as liability for CSR
expenditure in the balance sheet and recognised as a charge to the statement of profit
and loss and such surplus is not form part for calculating limit.

CSR Activities under taken following ways:

(a) Making contribution: Treated as an expense for the year and charged to thestatement

of profit and loss.

(b) Through others’: Treated as an expense for the year and charged to the statement

ofprofit and loss.

(¢) Any other way on its own:
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In Nature of Capital Expenditure

CSR is a Capital Expenditure if such expenditure meets the definition of an Assets
According to present Accounting Standard, an asset is a resource controlled by enterprises
as a result of past events, and from which future economic benefits are expected to flow to
enterprises. Depreciation of such an asset can be claimed as CSR expenditure only if the
expenses incurred on creation of assets are not claimed as CSR expenditure.

(1) in cases where the control of the “asset’ is transferred by the company, e.g., a school
building is transferred to a Gram Panchayat for running and maintaining the school,
it should not be recognised as ‘asset’ in its books and such expenditure would need
to be charged to the statement of profit and loss as and when incurred

(i1) In other cases, where the company retains the control of the ‘asset’ then it would
need to be examined whether any future economic benefits accrue to the company.

Invariably future economic benefits from a ‘CSR asset’ would not flow to the company
as any surplus from CSR cannot be included by the company in business profits.

In Nature of Revenue Expenditure

CSR is revenue expenditure if company has incurred expenditure on the activities specified
under Schedule VII of Companies Act, 2013. If CSR expenditure related to business of the
entity then such expenditure should be treated as an expense in the statement of profit and
loss. Where a company receives a grant from others for carrying out CSR activities, the
CSR expenditure should be measured net of the grant.
Company may supply goods manufactured by it or render services as
(a) the expenditure incurred should be recognised when the control on the
goodsmanufactured by it is transferred or the allowable services are rendered by
the employees.
(b) The goods manufactured by the company should be valued in accordance with
theprinciples prescribed in Accounting Standard.
(¢) The services rendered should be measured at cost.
(d) Indirect taxes on the goods and services so contributed will also form part of
theCSR expenditure

In Nature of Appropriation

CSR expenditure is not related to the business of the entity then such an expenditure should
be treated as an appropriation of profit.

Presentation in Financial Statement

(a) All expenditure on CSR activities, that qualify to be recognised as expense shouldbe
recognised as a separate line (Separate Ledger Head) item as ‘CSR expenditure’
in the statement of profit and loss. Further, the relevant note should disclose the
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break-up of various heads (Functional Head) of expenses included in the line item
‘CSR expenditure’

(b) The notes to accounts relating to CSR expenditure should also contain the following:
1. Gross amount required to be spent by the company during the year. 2. Amount
spent during the year on:
S. No. Praticular In Cash Yet to be Paid in Cash Total

Construction/acquisition

O

of any asset

On purposes other than
(i) | (i) above

The above disclosure, to the extent relevant, may also be made in the notes to the cash
flow statement, where applicable.
(¢) Details of related party transactions, e.g., contribution to a trust controlled by the
company in relation to CSR expenditure
(d) Where a provision is made same should be presented as per the requirements &
movements in the provision during the year should be shown separately.

B) Taxation Matter

MCA does not come out with the clear guideline regarding tax treatment of CSR expenditure
but there may be one possible solution for tax incentive of CSR expenditure is with the
compliance of scope of CSR activity of schedule VII should be expanded so as it include
activity which consider as social activity & also related to business for getting Best benefit
to Income tax.

According to Explanation 2 of the Finance (No.2) Act, 2014.

“any expenditure incurred by an assessee on the activities relating to corporate
socialresponsibility referred to in section 135 of the Companies Act, 2013 (18 of 2013)
shall not be deemed to be an expenditure incurred by the assessee for the purposes of the
business or profession.”

One side it is mandatory to spend money on CSR as per Companies Act,2013 and on the
other side the same is disallowed under the Income Tax Act, 1961, the CSR policy should
be formulated by the CSR Committee in such a manner as to require CSR expenditure
to be incurred on such activities as laid down in Schedule VII that are also eligible for
deduction under sections 30 to 36 of the IT Act, it would facilitate companies in complying
with the CSR obligations under the Companies Act, 2013 as well as in availing of the tax
benefit under the Income Tax Act, 1961.

Following are summary of the present admissible tax exemption/deduction that can be
avail regarding CSR spending.
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S. No. Specific CSR Activities Referred under Expenditure Allowed under the
Schedule VII to the 2013 Act Relevant provisions of the
Income-Tax Act, 1961
1 Activities concerning Basic necessities of Life | More than prescribed layers of
subsidiaries
— Eradication of poverty, hunger and Section 35AC read with Rule
malnutrition 11K (i)(f) of Income-tax Rules,
1962 (‘the 1962 Rules”)

— promoting health care including preventive | Section 35AC r.w. Rule
health care and sanitation including contribution | 11k(i)(a),(f),(j) of the 1962 Rules
to the Swach Bharat Kosh set-up by the Central | §0G(2)(iiihk)
Government for the promotion of sanitation
and making available safe drinking water

II Activities concerning Education
— Promoting Education, including special Section 35AC r.w.
education and employment enhancing 11K (i)(¢),(1),(0),(p),(s) of the
vocational skills especially among children, 1962 Rules
women and elderly and the differently able

111 Activities addressing inequality and gender Section 35AC r.w. Rule
discrimination 11K (1)(n),(i) of the 1962 Rules
— Promoting gender equality
— Empowering women
— Setting up of homes and hostels for women
and orphans
— Setting up old age homes, day care centre
and such other facilities for senior citizens and
— Measures for reducing inequalities faced by
socially and economically backward groups;

v Activities concerning Care for environment Section 35AC r.w. Rule 11K(i)

(d),(h),(1),(q),(r) of the1962 Rule
&80G(2)(iiihl)

— Ensuring environmental sustainability and
ecological balance

— Protection of flora and fauna, animal
welfare, agro forestry

— Conservation of natural resources and
maintaining quality of soil, air and water
includingcontribution to the Clean Ganga
Fund set-up by the Central Government for
rejuvenation of river Ganga.
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S. No. Specific CSR Activities Referred under Expenditure Allowed under the
Schedule VII to the 2013 Act Relevant provisions of the
Income-Tax Act, 1961

Y Activities concerning protection of National Section 35AC r.w. Rule 11K(The
Heritage, Art and Culture — Protection of notification issued under the Act
national heritage, art and culture including in the past have accepted the said
restoration of building and sites of historical activities for deduction u/s. 35AC
importance and works of art [except with no precedent available
— Setting up public libraries for protection of national heritage
— Promotion & Development of traditional w S 35 AC’ but (.ieductlon could be
arts and handicrafts claimed in Section80G(2)(b)

VI Activities concerning benefit to Armed
Forces, veterans, war widows and their
dependants
— Measures for the benefit of armed forces, Section 80G(2)(a)(i) and
veterans, war widows and their dependents 80G(2)(a)(iii)(h)(c)

VI Activities concerning Sports
— Training to promote rural sports, nationally | Section 35AC r.w. Rule
recognised sports, Paralympics sports and 11K@{)(g)
Olympic sports

VIII Activities concerning national relief and
welfare of Economically backward class of
Society
— Contribution to PM National relief fund Section 80G(2)(a)(iiia)
or any other fund set up by the Central
Government for socio-economic development
— Relief and welfare of the Schedules Casts, Section 35AC r.w. Rule
Schedules Tribes, Other backward castes, 11K(1)(b),(c) and Rule 11K(ii) of
minorities and women the Income-tax Rules

IX Activities concerning Technology incubators

— Contributions or funds provided to
technology incubators located within
academic institutions which are approved by
Central Government

Section 35(2AA) and Section 80G(2)
(iihi) [considering limitedinformation
available and provided on the subject,
it will have to be determined as to
whether the aforesaid section shall

be able to provide deduction to the
activities concerned]
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S. No. Specific CSR Activities Referred under Expenditure Allowed under the
Schedule VII to the 2013 Act Relevant provisions of the
Income-Tax Act, 1961
X Activities concerning Rural Development
— Rural Development Projects Section 35AC and Section
35CCA [with limited
information available and
provided on the term referred to
as ‘rural development projects’
therefore, either of the
provisions may be considered for
allowability of expenditure]
XI Activities concerning Slum Area Development

— Slum Area Development Explanation.—For
the purposes of this item, the term ‘slum area’
shall mean any area declared as such by the
Central Government or any State Government
or any other competent authority under any
law for the time being in force.

In Summary

S. No. Section Nature

1 35 Deduction of Expenditure on Scientific Research
Capital as well as Revenue Exp.

2 35AC Expenditure on Eligible Projects or Schemes

3 35CCA Payments to Association & Institution for Carrying out Rural

4 35CCD Expenditure on skill development project notified by the board

5 36(1)(ix) Applicable to Company who incurs expenditure on promotion of
family planning amongst employees
Revenue as well as capital expenditure

6 80G Donation to certain Funds & Institutions

S80GGA Deduction in respect of donation to scientific research or rural

development section

As per income tax ,Contribution to Swach Bharat Kosh 80G(2)(iithk)&Clean
GangaFund 80G(2)(iiithl) must be other than CSR u/s 135 of Companies act.

It has been explained by the CBDT in the circular no. 1/2015 Dated 21/1/2015:

“CSR expenditure, being an application of income, is not incurred wholly andexclusively
for the purposes of carrying on business. As the application of income is not allowed as
deduction for the purposes of computing taxable income of a company, amount spent on
CSR cannot be allowed as deduction for computing the taxable income of the company.
Moreover, the objective of CSR is to share burden of the Government in providing social



Corporate Social Responsibility 13

services by companies having net worth/turnover/profit above a threshold. If such expenses
are allowed as tax deduction, this would result in subsidizing of around one-third of such
expenses by the Government by way of tax expenditure.”

A few relevant cases in reference to Corporate Social Responsibility

* Kirishna Sahakari Sakhar Karkhana Ltd v CIT: Payment to an Education Fund
ofthe State Federal Society as required u/s 68 of the Maharastra Co-operative
Society Act

* CIT v Andra Bank: Spent on Andra Bank Rural Development Trust which
isengaged in conducting several training for providing self employment to rural
youth and after the training, the bank also provided finance to rural youth.

Confusion and Vague Interpretation of Law

CIT v. Infosys Technologies Ltd :Allowed the expenditure incurred for installingtraffic
signal by company under social initiative by the reason of the said signal used by its
employee sp its relate to business activity hence allowed u/s 37(1)

However, in the Case of CIT v. Wipro Ltd:Expenditure for community development
near its factory, the court does not find any nexus for its business activity hence disallowed
such expenditure u/s 37(1)

CIT v DTTDC Ltd: Where the income is utilized for self-imposed obligation, itsignifies
“Application of Income” whereas obligation where money flows out of an independent title
signifies “Diversion of Income.” However, ExplanatoryMemorandum to the Bill it is stated
that CSR expenditure is an application of Income.Here, one question raised, whether one
can claim the deduction of CSR u/s 37(1) up to the amount which is necessarily required
to expended u/s 135 of companies act, 2013, on the ground that it is diversion of income
by successfully substantiating that the same has been expended because of mandate by the
Companies Act, 2013 and not because of self-imposed.

MAT

While computing Book Profit u/s 115JB of the Income Tax Act relating to Minimum
Alternative Tax (MAT) the CSR expenditure should not be considered as a below the line
item meanwhile same would not be allowed under normal provision of income tax act.
Hence, the Book Profit to be computed u/s 115JB of the Act should not be increased by the
expenditure incurred on CSR i.e. No Adjustment for CSR u/s 115JB

CONCLUSION

WAccording to research done by EY, the CSR-spending stipulation is likely to apply to at
least 2,500 companies.Money spent on activities including eradication of extreme hunger,
promotion of education and gender equality, reduction of child mortality and improvement
of maternal health, environment sustainability, social business projects, employment
enhancing vocational skills, sanitation, promotion of sports and games, welfare activities
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for the disabled and old, setting up model villages, scholarships and combating HIV and
AIDS, is likely to be made permissible to be counted under CSR expenditure.

Irrespective of the complicated regulations and provisions of Indian Income Tax Act,
1961 and the Indian Companies Act, 2013, the Corporate Social Responsibility has taken
a solid ground and its true potential is yet to be charted. It should be realised with utmost
caution and diligence that CSR expenditures are not a getaway or an alternative for tax
avoidance and tax evasion, rather it’s an imperative economic tool to reach out for the
greater good of the society at large.
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Benefits of GST for Startup
Business in India?

RasHMI GUIRATT !

Abstract

According to Kautilya in his book “Arathshashtra’ the tax system of a country should be

»

“liberal in assessment and ruthless in collection”.

One of the major steps on this tax reform is introduction of Goods and Service tax.
The GST (Goods and Services Tax) is a planned system of countrywide VAT which will be
uniform for goods and services transactions in India. The VAT is a type of consumption
tax that is placed on a product whenever value is added at a stage of production and at final
sale. It is charged at each stage of chain including production and distribution from raw
materials to the final sale of finished product based on the value added at each stage. In this
system the full brunt is borne by the end consumer.

GST would bring in important change in doing business in India. Advocacy for best
practices, gearing up for changes in developments, training teams and developing IT systems
for being GST yielding are the key areas to be evaluated. The Government is committed to
introduce GST by April 2017. Tax payers need to be GST compliant to be able to test system
changes in time. Depending on the operating geographies, size and sector, the changes
would be extensive and may require practical planning with a time-bound action plan. In
order to prepare for the implementation of GST, companies need to understand GST policy
development and its implications for scenario planning and transition roadmap preparation
The main objective of Tax reforms is to establish a tax system that is economically effective
and impartial in its application, distributional attractive, and simple to administer.

Keywords: 4rathshashtra, Liberal, Goods and Service Tax, Geographies, Development,
Distributional

INTRODUCTION

The GST is recommended by the Kelkar Task Force on implementation of the Fiscal
Responsibility and Budget Management (FRBM) Act, 2003. According to them the
existing system of taxation of goods and services still suffers from many problems. The tax
base is fragmented between the Centre and the States. Services, which make up half of the
GDP, are not taxed appropriately. In many situations, the existing tax structure has cascading
effects. These problems lead to low tax-GDP ratio, besides causing various distortions in
the economy. The effort to introduce the new tax regime was reflected, for the first time, in
2006-2007 Union Budget Speech by Finance Minister. He proposed 1st April 2010 as the
date for introducing GST, and in same fashion he set some more deadlines.

! Professor, GGSIP University Dwarka. New Delhi
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“Goods and Services Tax” would be a comprehensive indirect tax on manufacture,
sale and consumption of goods and services throughout India, to replace taxes levied by
the Central and state governments. The entire nation is set to benefit by GST in total, but
start-ups can be more pioneer and ground breaking I their business models .GST will help
to build more favorable conditions for business houses to do business in India.

OBJECTIVE OF THE STUDY

The main objective of Tax reforms is to establish a tax system that is economically effective
and impartial in its application, distributional attractive, and simple to administer.

It is aimed at being comprehensive for most goods and services

RESEARCH METHODOLOGY

The methodology of this research is based on secondary data.

LITERATURE REVIEW

In 2000, the Vajpayee Government set up an Empowered Committee of State Finance
Ministers headed by Asim Dasgupta, Minister of Finance and Excise of West Bengal to
frame the model of Value Added Tax (VAT). The aim was to do away with the existing
national-level central excise duty and state-level sales tax. When UPA Government
came to power, an announcement was made by the then Union Finance Minister Mr. P.
Chidambaram during the budget session of 2006-07 on February 28, 2006, that GST would
be introduced from April 1, 2010. The salient features about this legislation were first time
discussed in its first discussion paper in year 2009. But the GST Bill endured in abeyance
for one or other reason till it was re-introduced in 2014 by Modi Government with a new
draft suggestion.

What is GST?

The biggest indirect tax reform since 1947, GST bill is expected to bring about an economic
incorporation of the Indian economy. GST will help merge and modernize the process of
indirect taxation and make it easier and more effective. The tax payers will pay one merged
tax instead of the surplus of taxes including State Value-Added Tax (VAT), Central Excise,
and Service Tax, Entry Tax or Octroi and a few other indirect taxes. “The challenges
faced due to a complicated tax system on business transactions have been debated for a
long time,” said R Narayan, Founder and CEO, Power 2SME. This tax will be imposed
on manufacture, sale and consumption of goods as well as services at the Central and
State government levels. “The distinction between Goods and Services will be reduced
gradually, thereby making tax compliances easier,” he added. Most of the developed
countries use this form of taxation for ease and suitability and to avoid double taxation.
GST would be payable on price really paid or payable, termed as «transaction valuey,
which will contain packing cost, commission, and all other expenses suffered for sales.
This tax will be payable at the final point of the consumption. The GST will have two
components — the Central GST and the State GST, thus, empowering both the State and
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Central government to legislate and administer their respective taxes. Except the Tamil
Nadu government, which believes that this bill will take away the autonomy of the State
government, all other States are in support of the bill.The greatest indirect tax change
subsequent to 1947, GST bill is relied upon that will bring an economic integration of the
Indian economy. GST will merge and streamline the procedure of indirect taxation and
make it easier and more powerful. The citizens will pay one merged expense rather than
the plenty of taxes including State Value-Added Tax (VAT), Central Excise, Service Tax,
Entry Tax or Octroi and a couple of other indirect taxes.

Why are startups and SMEs so excited about GST?

GST is deemed to benefit all businesses in India, but small businesses can rejoice for the
following reasons:

1. Ease of starting business: Any new business needs to have a VAT registration from
sales tax department. A business operating in many States has to face a lot of issues
concerning the different processes and fees in each state. GST will bring about a
uniformity in process and centralized registration that will make starting business
and expanding in different States much simpler.

2. Higher exemptions to new businesses: As per the current gathering, any business
with a turnover of more than Rs. five lakh has to get VAT registration and pay VAT.
GST will make this limit higher, to up to.Rs. 10 lakh and, further to it, businesses
with turnover between Rs.10 and 50 lakh will be taxed at lower rates. This will
bring relief from tax burdens to newly reputable businesses.

w

. Simple taxation: Currently, a startup spends a lot of time and energy to manage the
various taxes at various points. Adhering to different regulations at different States
make the process very complex. GST will simplify the process by integrating all
taxes, making the process of paying tax simpler.

4. Respite for businesses in both sales and services: Businesses like restaurants, which
fall under both sales and service taxation, have to calculate the VAT and service tax
on both items separately. This makes the calculations process very complex. GST
will not distinguish between sales and services, and thus the tax calculation will be
done on total.

5. Reduction in logistics cost and time across States: Many transport vehicles get
delayed during movement across States due to small border tax and check post
issues. Interstate movement will become cheaper and less time consuming, as these
taxes will be removed. “The whole Indian market opens up for manufacturers as
interstate supply becomes tax-neutral,” explained Narayan. This will also bring
down costs associated with maintaining high stocks, as there will be undisrupted
movement of goods. As per a CRISIL analysis, GST can reduce logistics costs of
companies producing non-bulk goods (comprising all goods besides the primary
bulk commodities transported by railways - coal, iron ore, cement, steel, food
grains, and fertilizers) by as much as 20 percent.
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GST Advantages for Startups

1.

The production and distribution of goods and services are constantly increasingly
due to emerging Indian market locally and globally. A single taxation system
would encourage new businesses and entrepreneurs to engage in service and
manufacturing sector.

The significant aspect of GST is that this tax will be imposed only on the final
purpose or on consumption of goods or services t on the value added (addition of
value would be the taxable event. This helps to eliminate economic alterations in
taxation amongst states and helps in the free movement of goods.

GST also seeks to reduce discretion exercised by the assessing authority. This
means a more transparent taxation system with less corruption. Hence, better
opportunities for new businesses.

The tax is imposed on only finished product movement and not at every stage of
production or distribution the complexity of taxation is sought to be removed by
this.

Individuals will get benefit out of it as the prices will go down due to GST and
decrease in price means increase in consumption. This increase in consumption
will make the manufacturing industry to produce more and thereby directly helping
in an increase in GDP.

Since the same tax implementation will be made in all states and for all types of
businesses, they need not struggle due to lack of policy or any unidentified norms
of the taxation laws.

Easing governing norms will not only benefit the new age businesses like
e-commerce but also helps to attract more foreign investments from global markets
which in turn will create more employment opportunities.

The ease of starting up a business in India will further encourage entrepreneurs to
enter into the manufacturing and industrial sector. Currently several registrations
such as VAT registration, CST registration, import/ export registration to get
duty benefits are made. But eventually, after implementation of GST, this will be
removed.

Several other indirect benefits for both government and business enterprises could also
be achieved such as:

1.

4.

Exclusion of delay due to transportation of goods. Regularity in taxation throughout
states will ensure clearances are done quickly.

The overhead cost of the goods will be reduced by the time goods reaches to the
consumer.

The costs to maintain chain of supply of goods will be significantly reduced for the
business organization.

The business-friendly tax will play a vital role to boost new startups in India.

Overall, for the country to come out of its multifaceted taxation laws and to boost
new entrepreneurs and startups in India the application of GST could be a step towards
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achieving that goal. The enterprise of the current government to make the startups tax free
for three years is a step towards encouraging the Major scheme i.e. Make in India.

GST Bill: How it Affects Our Life

It now looks that the GST Bill might get safe passage as the Congress has agreed to a
debate on the bill and other political parties also show feeling to support the GST bill. GST,
one of the biggest taxation reforms in India is ainclusive tax charge on manufacture, sale
and consumption of goods and services at a national level. A right step to move forward
with the ‘Make in India’ vision application of GST will get rid of multi-tier and multiple
taxation system in the country.

What is GST Bill?

The Goods and Services Tax Bill or GST Bill, officially known as The Constitution (122nd
Amendment) Bill, 2014, proposes a national Value Added Tax to be implemented in India.
GST stands for “Goods and Services Tax”, and will replace all indirect taxes charged
on goods and services by the Indian Central and State governments. It is aimed at being
comprehensive for most goods and services

GST Bill: Key Points Affecting Common Life

Purpose based Indirect Tax GST would be a target based tax as against the present concept
of origin based tax. It is going to replace all indirect taxes imposed on goods and services
by the Indian Central and State governments.

Single Taxation: No Multiplicity

As multiple taxes on a product or service are removed and a single tax comes into place,
the tax structure is expected to be much simpler and easier to understand. Flow of goods
would be much smoother as the transporting of goods would be possible without disruption
from place of origin to place of destination.

‘Win-Win Situation for Centre, State and Goods & Service Industry

GST Bill would replace the taxes collected by Central Government on Goods and Services
such as Central Excise duty, Duties of Excise (Medicinal and Toilet Preparations),
Additional Duties of Excise (Goods of Special Importance), Additional Duties of Excise
(Textiles and Textile Products), Additional Duties of Customs (commonly known as CVD),
Special Additional Duty of Customs (SAD), Service Tax, Cesses and surcharges. On the
sides of the States, GST would replace State VAT, Central Sales Tax, Luxury Tax, Entry
Tax (other than those in lieu of Octroi, Entertainment Tax, Taxes on advertisements, Taxes
on lotteries, betting and gambling , State cesses and surcharges in so far as they relate to
supply of goods or services.
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Will Simplify Taxation

The implication of GST bill promises a single taxation system in the whole country for
all goods and services making tax obedience easier and more effective. This will simplify
India’s tax structure, broaden the tax base, increase the income and create a common
market across states. According to a report by the National Council of Applied Economic
Research, GST is expected to increase economic growth by between 0.9 per cent and 1.7
per cent.

BENEFICIAL TO ALL

Corporate and manufacturing sectors will get following benefits with the implementation
of GST bill:

* Average tax burden on companies will fall.

* Reducing production costs will make exporters more competitive.

* The reduced cost of locally manufactured goods and services will increase the
competitiveness of Indian goods and services in the international market and give
boost to Indian exports.

*  Manufacturing sector in India is one of the highly taxed sectors in the world. GST
bill when enforced would removedifficulties in the present taxation structure and
therefore prevent the loss of nearly 50% of the advantage of lower manufacturing
costs that India has over the western nations.

* The individual will benefit from lowered prices in the process which will afterward
lead to increase in consumption thereby profiting companies.

Can GST Bill Become Act Now?

The chances are more as the Government appears to be in mood to accept most of the
modification demand from opposition in GST bill proposal. The only stranglehold
according to the Government is that it is not advisable to list the cap of 18% in constitution
as specifying a tax rate in the constitutional change would need amending the constitution
every time when the rate is changed.

Impact of GST in Indian Economy — GST Impact in India

Among economic crisis across the globe, India has stood as a inspiration of hope with
ambitious growth targets, supported by slide of strategic missions like ‘Make in India’,
‘Digital India’, etc. Goods and Services Tax (GST) is expected to provide the much needed
stimulant for economic growth in India by transforming the current basis of indirect
taxation towards free flow of goods and services within the economy and also removing
the flowing effect of tax on tax. In view of the important role that India is expected to play
in the world economy in the years to come, the probability of GST being introduced is high
not only within the country, but also in neighboring countries and in developed economies
of the world.
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Reduce tax burden on manufacturers and substitute growth through more production.
This double taxation prevents manufacturers from producing to their best capacity
and delays growth. GST would take care of this problem by providing tax credit to
the manufacturer.

Various tax barriers such as check posts and toll plazas lead to a lot of wastage for
consumable items being transported, a loss that translated into major costs through
higher need of buffer stocks and warehousing costs as well. A single taxation system
could remove this roadblock for them.

A single taxation on manufacturers would also translate into a lower final selling
price for the consumer.

Also, there will be more transparency in the system as the customers would know
accurately how much taxes they are being charged and on what base.

GST would add to government proceeds by spreading the tax base.

GST provides credits for the taxes paid by producers earlier in the goods/services
chain. This would inspire these producers to buy raw material from different
registered dealers and would bring in more and more vendors and suppliers under
the purview of taxation.

GST also removes the custom duties applicable on exports. Our competitiveness in
foreign markets would increase on account of lower cost of transaction.

The proposed GST regime, which will subsume most central and state-level taxes,
is expected to have a single unified list of concessions/exemptions as against the
current mammoth exemptions and concessions available across goods and services.

CONCLUSION

The ruling government and various states are positive for the GST and believe it will
help the news businesses and startup in a possiblemanner. Critics of GST argue that
implementation of this tax will lead to losing the fiscal autonomy of the States and cause
permanent revenue loss. Also, the government could not bring complete amendment in the
bill. The separate State and Central GST system will not completely eliminate the irregular
and double taxation problem and only bring it down, The States will be presenting their
policies in the upcoming monsoon session, thus it remains to be seen how uniform these
policies will turn out to be.
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Technology Upgradation on the
Functioning of Indian Banking Sector
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Abstract

Indian Banks have recorded a phenomenal growth in the past decade with the initiation
of Economic Reforms. The banks, both Public and Private, have transformed themselves
into profit-oriented business organizations besides playing a developmental role in the
economy. In an attempt to be more profitable, the banks have become competitive and more
customer-oriented. This new orientation has compelled them to take a more pragmatic
approach for conducting the business. Innovation is the key to success for any activity and
technology has become the fuel for rapid change. Innovative banking is possible only when
we have innovative people in banking. Moreover, innovative ideas of such people have to
be heard at the right time by the right people. Only then the needed encouragement and
support is given to convert innovative ideas into reality. Indian banking is also changing its
shape rapidly by adopting innovative technology products and services.

The new technology has radically altered the traditional ways of doing banking business.
Technology plays a prime role in improving the internal working of a bank and ensuring
customers’ satisfaction It has accelerated Customer —Centric delivery channels services
round the clock.

The paper focus on new and upcoming technology in baking sector, trends in technology
development, tools applicable in banking, impact on service quality of banks etc.
Keywords. Trends in Technology Development, ATM, Overseas Operation of Indian
Banks, Impact of Technology on Banking

INTRODUCTION

Technology has given new dimension to the banks service delivery mechanism and the
banks are enthusiastically absorbing the latest technological innovations for devising new
products and services. India’s banking system has several outstanding achievements to its
credit, the most striking of which is its reach. Banking industry provides financial services to
the customers such as acceptance of deposits, giving loans, providing facilities for transfer
of funds, giving financial guarantees, providing foreign exchange facilities etc. All these
services are basically information processing services .Indian banks are spread out into
the remote corners of our country .In terms of the numbers of branches, Indian’s banking
system is one of the largest and even more significant achievement is the close association
of India’s banking system with its development efforts. The advent of information
technology has changed the way in which the data are processed .Therefore, almost all
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services provided by the banks including the concept of money or credit are influenced by
the information technology thereby opening new opportunities .The customers are doing
business with their banks from the comfortable confirms of their homes or offices. They
can view the accounts, get accounts statements, transfer funds, purchase drafts by making
a few key punches. With the availability of ATMs and plastic cards, they can avoid to a
large extent going to the branch premises. Cards with an embedded micro-processor chip
(smart cards) are adding a new dimension to this scenario .EDI is another development that
has made its impact felt on the banking industry. In this industry, IT used in five key areas:

1. Convince in product delivery access
Managing productivity access

Product design

Adapting to market and customer needs

ok wDS

Access to the customers market

SCOPE OF THE STUDY

The banking industry in India is undergoing a major transformation due to changes in
economic condition and continuous deregulation. These multiple changes happening one
after other has a ripple effect on a bank trying to graduate from completely regulated
sellers market to completed deregulated customers market.

*  Deregulation:-This continuous deregulation has made the banking market extremely
competitive with greater autonomy, operational flexibility, and decontrolled
interest rate and liberalized norms for foreign exchange. The deregulation of the
industry coupled with decontrol in interest rates has led to entry of a number of
players in the banking industry. At the same time reduced corporate credit of
thanks to sluggish economy has resulted in large number of competitors battling
for the same pie.

*  New Rules:-As a result, the market place has been redefined with new rules of the
game. Banks are transforming to universal banking, adding new channels with
lucrative pricing and freebees to offer. Natural fall out of this new players, new
channels squeezed spreads, demanding customers better service, marketing skills
heightened competition, new rules of the game pressure on efficiency missed
opportunities. Need for new orientation diffused customer loyalty. Bank has led
to a series of innovative product offerings catering to various customer segments,
specifically retail credit.

*  Efficiency:-This in turn has made it necessary to look for efficiencies in the business.
Bank need to access low cost funds and simultaneously improve the efficiency.
The banks are facing pricing pressure, squeeze on spread and have to give thrust
on retail assets.

*  Diffused Customer Loyalty:-This will definitely impact customer preferences,
as they are bound to react to the value added offerings. Customers have become
demanding and the loyalties are diffused. These are multiple choices; the wallet
share is reduced per bank with demand on flexibility and customization. Given the
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relatively low switching costs; customer retention calls for customized service and
hassle free, flawless service delivery.

*  Misaligned Mindset:-These changes are creating challenges, as employees
are made to adapt to changing conditions. There is resistance to change from
employees and the seller market mindset is yet to be changed coupled with fear of
uncertainty and control orientation. Acceptance of technology in but the utilization
is not maximized.

*  Competency Gap:-Placing the right skill at the right place will determine success.
The competency gap needs to be addressed simultaneously otherwise there will be
missed opportunities. The focus of people will be doing work but not providing
solutions, on escalating problems rather than solving them and on disposing
customers instead of using the opportunity to cross sell.

OBJECTIVES OF THE STUDY

This research paper intends to investigate technology upgradation in the banking sector
and its impact on various fields. The objectives of the study are as follows:

1. To identify the latest technology available in banks
2. To identify the use and impact of the technology
3. To find out how it is beneficial as compared to the previous technology

RESEARCH METHODOLOGY

The information is collected on the basis of secondary data and from various banking
journals, websites, magazines, libraries, etc .It focuses on the growth of the technology in
the banking sector and what segment of the society it has covered ,how technology is being
upgraded and what more is about to come.

HYPOTHESIS

1. Information Technology facilitates wide and speedy services to banking services.

2. Private and Foreign banks use more Information Technology related banking
services than public banks

3. Impact of technology on efficient low cost data communication is across all banks
4. The public sector banks are on the path of technology upgradation

RESEARCH DESIGN

Descriptive Research is used in accomplishing the objectives of the study.

TRENDS IN TECHNOLOGY DEVELOPMENT

The advancement in software tools ,computer hardware and telecommunication have
shifted the focus of the banks towards computerization from data processing to information
services . The trend is toward shared satellite based communication systems and networking
technologies.
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Technology adopted by the Banks is:-
1. Data Warehousing and Data Mining
2. Electronic Data Interchange

3. Corporate Web Sites

4. Management Information System.

Current Tools Applicable in Banking

There is different tools use in banks-
Micr/Ocr Clearing System

Debit Clearing System

Real Time Gross Settlement
Structured Financial Messing System
Credit Cards

Debit Cards

Smart Cards

Atm

Remote Banking Services

N I AR ol o

—_
=)

. Internet Banking
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. Electronic
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. Electronic Credit Clearing
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Electronic Debit Clearing
. Tele-Banking- Atm
. Electronic Cheques

—_—
[©) NV, TN N

. Cheque Truncation

Latest Upcoming Technologies in Banks

1. Rural ATMs

2. Biometric ATMs for Rural India

3. Check Truncation Kiosk

4. Biometric Smart Cards

5. “SBI Tiny” the No Frills Account for Rural Indians
6. Mobile Banking

7. Mobile Phone Banking

SUMMARY AND FINDINGS

I summarized the data and find how technologies play a vital role in our banking sector. So
I categorized data according to fact and findings .The following result came:
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ATM

During 2008-09, the total number of ATMs installed by the banks grew by 25.4 per cent,

with number of ATMs of SBI Group registering a sharp growth of 34.5 per cent. While, the

ATMs installed by new private sector banks and foreign banks were more than 3 times of

their respective branches, the ATM to branch ratio was much lower for other bank groups.
Table 1: Computerisation in Public Sector Banks

(As at end-March)

Category 2008 2009 % change
Fully Computerised Branches 93.7 95.0 +H1.3
(i+ii)
i) Branches Under Core 67.0 79.4 (H12.4
Banking Solution
ii) Branches already Fully 26.6 15.6 (-)11
Computerised #
Partially Computerised 6.3 5.0 (-)1.3
Branches
#: Other than branches under Core Banking Solution.

Source:-www.rbi.org.in

Table 2: Branches and ATMs of Scheduled Commercial Banks
(As at end-March 2009)

Bank Group Number of Bank/Branches
Rural | Semi- | Urban | Metro- | Total
urban politan

i Nationalised | 13.381 8,669 8.951 8,375 | 39.376
Banks

ii State Bank 5,560 4,835 3.043 2,624 | 16,062
Group

iii Old Private 842 1,554 1.344 933 4,673
Sector
Banks

iv New Private 271 1,084 1,371 1,478 4,204
Sector
Banks

v Foreign + 4 52 233 293
Banks

Total (ito v) 20,058 | 16,146 | 14,761 13,643 64,608
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Partially Computerised Branches “I

Branches already Fully

Computerised # m Seriesl
1 M Series2
Branches Under Core Banking
Solution Series3
Fully Computerised Branches I

Table 3: Branches and ATMs of Scheduled Commercial Banks
(As at end-March 2009)

Bank Group Number of ATMs Off- ATMs
site as %
On-site | Off- Total ATMs | age of
site as % Branch
age of | es
total
ATMs
i) Nationalised | 10,233 5,705 | 15,938 35.8 40.2
Banks
ii) | State Bank 7,146 4,193 | 11,339 37.0 29.0
Group
iii) | OId Private 1,830 844 2,674 31.6 56.9
Sector Banks
iv) | New Private 5,166 7,480 | 12,646 592 206.6
Sector Banks
v) | Foreign 270 784 1,054 744 3573
Banks
Total (itov) 24,645 | 19,006 | 43,651 435 67.0
FareignBanks ’
New Private Sector Banks
Rural
0ld Private Sector Banks BSerirban
Urban
State Bank Group ' BV etropalitan

.

0 10,00020,00030,00040,000

Nationalised Banks
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Overseas Operation of Indian Banks

Indian banks continued to expand their presence overseas. According to table chart, Even
though Bank of Baroda has largest overseas presence, State Bank of India also increased
its operations overseas significantly during the year. During the year 2008-09, the total
assets of the overseas branches increased by USD 6,570 million (10.9 per cent), and
stood at USD 67,129 million as on March 31, 2009. The growth in assets was mainly
contributed by net increase in customer credit by USD 5,988 million during the year. The
asset growth had been largely funded by inter-branch borrowings and customer deposits,
which had gone up by USD 2,906 million (121.8 per cent) and USD 2,107.44 million
(10.4 per cent) and stood at USD 5,293 million and USD 2,2376 million respectively as on
March 31, 2009.

Impact of Technology on Banking

Indian banks used many techniques for self update through spending money on hardware
and software tools. Table show that how Indian banks spend money and where?

IT T Network Desktop+
spend/ | spend/ | spend/access helpdes
banking | 1000 point | spend/desktop
FTE ac’s

Best 24 10.2 7.0 0.4

Indian

Banks

India 6.2 15.9 11.9 0.5

Sample 9.1 n/a LI 1.0

Average

European 21.2 76 na 1.5

Bank

Average

US$000s; 2007

Source: Mckinsey & company Proprietary IT benching making survey of leading banks in India:
Mckinsey Analysis

CONCLUSION

Computers and communication technology has not only increased the competition among
the financial institutions in general and the banks in particular but have also opened
new vistas for them to innovate and come up with newer products and services for the
customers. Information technology has a direct impact on vital aspects of banks, all the
major components of a banks, viz its organizational structure ,the customers, personnel
and data evolve under the impact of the technology and react to the changes. IT has
stiffed the competition and the banks have come out with newer products and service
delivery systems .Training and restraining of staff have become critical factors for banks
for successful utilization of IT.
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Impact of Goods and Service Tax on
Oil and Natural Gas Industry — A Case
Study of Indian Qil Corporations Ltd.

SonaL Gupta! AND AksHIT GUPTA?

ABSTRACT

The issue of Goods and Services Tax (GST) is paramount for every organization these days.
GST is a proposed system of “Single Tax” that replaces all indirect taxes levied on goods
and services by the central and state governments. It is destination based tax which is to
be levied and collected at each stage of sale andpurchase of goods and services with credit
of taxes paid at previous stages available as setoff. Indian OilCorporation Ltd.(IOCL)
is India’s largest commercial enterprise, with a sales turnover of Rs.3,99,601 crore(US$
61 billion) and profits of Rs.10,399 crore (US$ 1,589 million) for the year 2015-16. The
present study aims to understand the impact of GST on Indian Oil Corporations Ltd., and
estimate the amount of losses/gains IOCL may suffer. Descriptive Research was carried out
for the present study. The data was collected by an in-depth study of the published financial
statements including balance sheet and profit and loss statement for a period of two years
from FY 2014-16 of the company and the model GST law was referred. Discussions were
also carried out with the seniors of the company. The study concludes that 5 petroleum
products (Crude oil, natural gas, aviation fuel, diesel and petrol) are excluded from the
coverage of GST for the initial years, while the rest are covered by GST (naphtha, bitumen,
kerosene etc.) The prime problems that would be faced by the company includes registration
in multiple states along with difficulties in claiming credits against the taxes paid on input
services. GST will lead to massive changes in the existing structure of the company and may
lead to losses to some of the divisions of the business entity.

The present study recommends proper indemnity for ensuring suitable collection for
getting credit of GST should be done and the SAP masters should be updated with HSN and
SAC codes which will be mandatory under GST regime.

Keywords: Goods and Service Tax, Indirect Taxes, Model GST Law, Petroleum Products

INTRODUCTION

Tax policies forms the backbone of every economy through their impact on both efficiency
and equity. A good tax system should keep in view issues of income distribution and, at
the same time, also endeavour to generate tax revenues to support government expenditure
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on public services and infrastructure development. Goods and Services Tax (GST) is a
proposed system of “Single Tax” that replaces almost all indirect taxes levied on goods
and services by the centraland state governments in India.Once implemented, the GST will
subsume various taxes including excise, services tax, VAT, central sales tax, octroi and
other levies and the proceeds will be shared between the Centre and states.It is destination
based tax which is to be levied and collected at each stage of sale and purchase of goods
and services with credit of taxes paid at previous stages available as setoff. Instead of
goods being taxed multiple times at different rates, under the new GST regime goods
would be taxed at point of consumption. In a nutshell, only value addition will be taxed
and burden of tax is to be borne by the final consumer. GST is dual system where Central
GST (CGST) and State GST (SGST) can be levied on taxable value of a transaction.A
four-tier GST tax structure of 5%, 12%, 18% and 28%, with lower rates for essential items
and the highest for luxury and de-merits goods that would also attract an additional cess,
was decided by the GST Council. The main objective of GST is to develop a harmonized
national market of goods and services.

Indian Oil Corporation is India’s largest commercial enterprise, with a sales turnover
0f Rs.3,99,601 crore (US$61 billion) and profits of Rs.10,399 crore (US$ 1,589 million)
for the year 2015-16. Indian Oil is ranked 161% among the world’s largest corporates in
the prestigious Fortune ‘Global 500’ listing for the year 2016. Indian Oil has been meeting
India’s energy demands for over half a century. With a corporate vision to be ‘The Energy
of India’ and to become ‘A globally admired company,” Indian Oil’s business interests
straddle the entire hydrocarbon value-chain — from refining, pipeline transportation and
marketing of petroleum products to exploration & production of crude oil & gas, marketing
of natural gas and petrochemicals, besides forays into alternative energy and globalization
of downstream operations. It is controlling India’s 11 out of 23 refineries with a group
refining capacity of 80.7 MMTPA and a cross country network of crude oil, product and
gas pipelines arching over 11,750km with a capacity of 85.5 MMTPA.

A major diversified, transnational, integrated energy company, with national leadership
and a strong environment conscience, playing a national role in oil security & public
distribution. Indian Oil nurtures the core value of care, innovation, passion and trust across
the organization to deliver value to its stakeholders.

VISION OF THE COMPANY

The oil and gas industry can be broken down into three key areas: Upstream, Midstream,
Downstream
e Upstreamcomponent is also referred to as the E&P. This involves search for underwater
and underground natural gas fields or crude oil fields and the drilling of exploration
wells and drilling into established wells to recover oil and gas. Oil and Natural Gas
Corporation (ONGC) is the leading player in this sector, operating with close to 75%
of the market share in terms of crude oil output.
e Downstream refers to the filtering of the raw materials obtained during the upstream
phase. This means refining crude oil and purifying natural gas. The marketing and
commercial distribution of these products to consumers and end users in many forms
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including: natural gas, diesel oil, petrol, gasoline, lubricants, kerosene, jet fuel, asphalt,
heating oil, LPG (liquefied petroleum gas) as well as many other types of petrochemicals.
IOCL is again a market leader in this segment, operating 11 out of 22 refineries across
India. IOCL being a state-owned enterprise faces its closest competition from Reliance
Industries limited

e Midstream is generally classified under the downstream category.

Setting high
standards for
ethics and values

Customers People
Fostering Leading with

relationships passion

for a lifetime to excel

IndianOil

The Energy of India

A Globally Admired Company

Technology

Harnessing
frontier

technology

Innovation
Pioneering the
spirit of creativity
and research

Environment

Caring for the
environment and
community

VALUES

Care » Innovation « Passion « Trust

Figure 1: Source-https://www.iocl.com/NewlImages/Misc/VisionWebsite.jpg

Downstream:

*Major activity is transportation, refinining and
marketing of oil.

*Major Players are IOCL, BPCL.HPCL and
Essar O1l.

*IOCL operates a total of 11 refineries across
states.

*IOCL has 11750 km of Pipeline network.

Upstream:

*Major activity 1s exploration and extraction of
crude.

*Major Players are ONGC, OIL and GAIL.

FONGC accounts for close to 75% of the total oil
output, making it the biggest upstream player.

Figure 2
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BACKGROUND

Indian Indirect Tax system has been reformed several times since its evolution. Having
emphasis on better government revenue collection, India has introduced various taxes on
goods and services such as MOD-VAT, CENVAT, Service tax and Sales tax being replaced
by VAT etc.

The concept of GST is also not new to India. It had its origin in 2000 when an
empowered committee was set up by the Atal Bihari Vajpayee administration headed by
Mr. Asim Dasgupta (Finance Minister, Government of West Bengal) to streamline the
GST model to be adopted and to develop the required back-end infrastructure that would
be needed for its implementation.This law was in pipeline for implementation since 2006
when it was introduced in Parliament by then Finance Minister Shri P. Chidambaram. In
his budget speech on 28 February 2006, he announced the target date for implementation
of GST to be 1 April 2010 andtask of designing GST was given to empowered committee
of State Finance Ministers. The 115" Constitution Amendment Bill was introduced in
March, 2011 in Lok Sabha. The Bill lapsed due to dissolution of Lok Sabha.After great
amount of deliberations, Constitution 122" Amendment Bill, 2014 was introduced on 19"
December 2014 by Union Finance Minister Mr. Arun Jaitley. The Lok Sabha passed the
bill on 6™ May 2015 and the same was passed by Rajya Sabha on 3" August 2016.The GST is
administered & governed by GST Council and its Chairman is Union Finance Minister
of India Arun Jaitley.The Goods & Services Tax Council (GST Council) was created in
September 2016 under Article 279-A of the Constitution of India. It has its Secretariat
office in New Delhi, consisted of The Union Finance Minister (as Chairman), The Union
Minister of State in charge of Revenue or Finance, and The Minister in charge of Finance
or Taxation or any other Minister, nominated by each state government. The decisions of
the GST Council are made by three-fourth majority of the votes cast. The centre has one-
third of the votes cast, and the states together have two-third of the votes cast. Each state
has one vote, irrespective of its size or population.

The first ever implementation of GST dates back to 1954 when France became the first
country in the world to bring it into action.Presently,there are around 160 countries that have
implemented GST/VAT in some form or other. In some countries, VAT is the substitute
for GST,but conceptually it is a destination based tax levied on consumption of goods and
services.

SIGNIFICANCE OF THE STUDY

GST is a crucial step taken by Government of India that is why it becomes the very need
of the present study to check the positive and negative effects of the reform on the Indian
economy. Many researchers, academicians and analysts have given their views on the
impact ofthis reform on the economy of a country. Thus, this study is important to analyse
the effect GST has on a particular sector of the economy and how individual sector carries
varied impacts in respect of GST. The present study aims to understand the impact that
GST will have on Indian Oil Corporations Limited.
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OBJECTIVE OF THE STUDY

The objective of the present study can be listed out as:
1. To check the impact of GST on the working of IOCL.
2. To estimate the profit/losses that IOCL division will suffer due to GST.

RESEARCH METHODOLOGY

This study is based upon descriptive research. The primary data was collected by discussions
with the seniors of the company. The secondary data was collected by an in-depth study of
the published financial statements including balance sheet and profit and loss statement for
a period of two years from FY 2014-16 of the company, the model GST law and divisional
financial accounts were also referred.

FINDINGS OF THE STUDY

After analysing all the reports and carrying out discussions with the seniors the findings
of the study can be classified under two heads namely, the impact of GST on the entire
company and the same on a particular division i.e. Pipeline Division.

IMPACT ON IOCL

e Five oil and natural gas products namely, motor spirit, high speed diesel, aviation
turbine fuel, natural gas and crude oil are kept outside the GST regime which accounts
for around 75% of the total business of the company.

PRODUCTS

= S, HSD,ATF,CRUDE = OTHERS

Particulars Present Regime Gst Regime
Registration In the current Service Tax law, In GST regime, entities will be required
single centralised registration may |to take single registration for each
be taken by the entity. state. (or may opt for Vertical based

registration in case they think that tax
credit availability in that scenario is

favourable for a concern.)
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Particulars

Present Regime

Gst Regime

Matching Concept

Presently, no concept of matching
the entry is followed in any of the
indirect taxes. The input tax paid
at the time of procuring a service
can be offset against the tax
liability on output services under
CENVAT CREDIT RULES,2004.

Under GST regime the credit of GST
can only be availed once it has been
paid to the supplier and is reflected in
the account of the recipient when the
supplier files his return.

Subsidies

As per the MGL (november’16) the
transaction value of a good will include
the subsidies that are related to the price
but not the subsidies that are given by
Central or State govt.

Cascading Effect

The present regime carries the
biggest drawback of cascading
which simply means tax on tax.
For example, when a good is
manufactured and there is an

In GST regime, the cascading effect of
tax will be removed and the tax will only
be charged on the value that has been
added to the good and not the sale price.

inter-state supply then CST is
applied on an amount already
inclusive of Excise duty.

Anti-Profiteering
Measures

No measures exist in the current
regime.

They have been introduced under the
Model GST Law wherein the extra
profits that a company earns due to
easy availability of credits needs to be
transferred to the final consumers.

Penalty On Late
Payments

Presently, no such rule exists in
any of the indirect taxes.

Section 15 of the Model GST Law states
that the penalty or fees charged on late
payments shall also levy GST.

Working Capital

The working capital requirements of the
company are going to increase in GST
regime due to an additional liability of
paying taxes on pipeline division along
with delays in credit availment.

e According to the Model GST Law the time of supply of goods under reverse charge
mechanism is by the earliest of the following:

(1) Date of receipt of goods

(2) Date of payment made

(3) Date immediately following 30 days from the date of invoice

(4) If the above cases donot apply,then the date of entry in the books of recipient of
supply will be considered.
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So, as per the provisions reverse charge is to be paid in cases where goods are not
received but 30 days from date of invoice have lapsed.

IMPACT ON PIPELINE DIVISION

e The present tariff mechanism of pipeline division is:

Cost of Transaction (COT) is calculated quarterly based on the quantity delivered as
per the signed reconciliation statements.

COT= Quantity Delivered x 75% of Notional Rail Freight (NRF)

Presently no tax is charged on Freight recovery (Cost of Transportation) by Pipelines
Division on other Divisions as Pipelines Division is only transporting Crude/Products
to other Divisions of IOCL. If we go strictly as per law Schedule 1 Clause 5, Supply
of goods and / or services by a taxable person to another taxable or non-taxable person
in the course or furtherance of business will be treated as supply even if there is no
consideration

The current process of availing input tax credit involves consolidation of all the credits
across the company by the ISD and then distribution of that credit to the respective
refineries which set them off against the excise duty to be paid. But under the GST
regime, the credit of CGST and SGST cannot be set against each other whereas the
credit of IGST can be set off against both CGST as well as SGST. So in the upcoming
months different ledgers needs to be maintained to segregate the credits and use them
appropriately. Also, tax credit presently not available may be available in future.

Type of Tax Reason For Non- Justification For Availability or Non-Availability Under
Availing Tax Credit GST Regime
Presently
ITC on VAT |Manufacturer will be Under GST regime, we may get the credit on the said

(VAT on entitled to take credit transaction.
Inputs/ of tax paid on Inputs/

Capital Capital Goods used by

goods) him in manufacture,

purchased within the
state.Credit will be
available only in respect
of inputs/ capital goods
used in manufacture

or processing. Inputs/
capital Goods used in
Crude Pipelines should
be considered as to be
used in manufacturing
activity.
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Tipe of Tax Reason For Non- Justification For Availability or Non-Availability Under
Availing Tax Credit GST Regime
Presently
Excise Duty | The above goods are The definition of capital goods has undergone a
& CVD considered as capital substantial change in the revised Model GST Law- Nov
Credit on goods when they are 2016.
Pipelines used: The definition of capital goods under revised GST Law
used outside |in the factory for the is given under section 2(19) which states that: capital
the factory |manufacture of the final |goods means goods, the value of which is capitalised
for the products in the books of accounts of the person claiming the
manufacture |outside the factory of creditand
of final the final products for 2. which are used or intended to be used in the course
products generation of electricity |or furtherance of business. Referring to the above
for captive use within the |definition, it seems that Pipelines Division can take the
factory. credit of Excise Duty on Capital Goods (i.e. Pipelines)
for providing output irrespective of the condition of goods to be used in the
service. factory for the manufacture of the final products.
CONCLUSION

Tax policies play an important role on the economy of a country through their impact
on growth and efficiency. A good tax system should meet five basic conditions: fairness,
adequacy, simplicity, transparency, and administrative ease. Cascading effect of taxes have
differential impacts on firms in the economy with relatively high burden on those not
getting full offsets. This results in loss of income. There has been a good deal of criticism
as well as appraisal of the proposed Goods and Services Tax regime. GST is not simply
VAT plus service tax, but a major improvement over the previous system of VAT and
disjointed services tax. A single rate would help maintain simplicity and transparency by
treating all goods and services as equal without giving special treatment to some ‘special’
goods and/or services. Currently, there are differential rates of VAT for the same goods in
different States with further fragmentism of VAT rates and this has resulted in classification
disputes in the past. However, GST rates at both the Central and State level are expected
to be uniform and harmonised which would reduce disputes.

The GST model will therefore facilitate seamless credit across supply chains, with tax
set offs available across the production value-chain, both for goods and services. This will
result in reduction of cascading effect of taxes, therefore bringing down the overall cost of
supplies. It is hoped that this cost benefit would be ultimately passed on to the customers
or help in increasing the books of the companies.

The actual impact of GST cannot be computed but as per the estimates, GST will lead
to modest decline in profits of the company for a period of few years till the petroleum
products are taken inside the GST regime. Thus, this will increase the burden of the
company by ensuring compliance with two different tax regimes. But from July,2017 the
actual GST law will be implemented and the actual impact will be seen which may give
better results than expected.
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SUGGESTIONS

Although with the implementation of GST the profits of the the oil and natural gas industry
will be modestly affected but these can be avoided to some extent by ensuring the following
measures:

1. The IOCL can come up to some compromises with the existing/ future tenders
wherein some of the tenders that are to be processed within the period of march’17
to june’17 can be put on hold till july’17 as the credit taken against this tenders
within these months won’t be shown in the returns and thus won’t be claimable.
These tenders must not be delayed at the cost of any ongoing projects.

2. Once the GST is rolled out the company can amend the terms and conditions of
their tenders and can hold a certain amount of money as security deposits while
making a payment to the supplier. The balance amount can be paid once the supplier
has filed his/her returns and the credit for the same is added to the account of the
company making the credit available to IOCL.

3. Under the current laws, definition & credit admissibility of capital goods is very
restricted. However, under the Model GST Law (MGL), definition & credit
admissibility of capital goods is liberalised i.e. any asset capitalized in books of
accounts for furtherance of business is admissible. Thus, in case of inputs and
capital goods where presently credit is not admissible but will be admissible in
GST scenario, procurement of such items wherever possible should be deferred
after the appointed day so that potential losses of credit under current law can be
avoided.

SCOPE OF FURTHER STUDY

The study has been conducted considering the Model GST Law introduced by the
Government of India in November 2016. Moreover, the study has broadly focused on
estimates because the true figures cannot be calculated before the implementation of GST
Law. Thus, the present study is limited to few aspects. The same can be conducted in a more
comprehensive way once the law is implemented and other sectors of the economy can
also be focused upon including automobiles, information technology etc. Other companies
of the oil and natural gas industry can be researched upon to have a better insight of the
actual impact on this particular sector.
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The Impact, Outreach and
Sustainability of Microfinance
Institution in Developing Nations

ParLLavi PANDEY!

Abstract

This paper investigates the empirical contributions with respect to a number of related and
relevant issues on the economics of microfinance. The paper answers two main questions:
(1) Does microfinance have an impact on the social and economic situation of the poor in
Developing nations, and (2) Microfinance institutions sustainable in the long term and is
there a trade-off between sustainability and outreach

INTRODUCTION

The inability of formal credit channels to deal with the credit requirement of poor led to the emergence o
microfinance as an alternative credit system for poor. It refers to the small credit extended to poor people for
self employment projects generating income allowing them to take care for themselves and their families. The
microfinance has attracted attention, both from policy makers and academicians . The Economic Journal (Hermes
& Lensink, 2007) has pointed that many questions regarding microfinance are still unanswered. The question in
particular that received more attention: (1) does microfinance have an impact on the social and economic situation
of'the poor in developing nations like India? The question holds impotance as lot o eots are taken by various inancial
institution to meet the inancial demands of poor and develop microfinance institution by providing various supports (2)
Are microfinance institutions sustainable in the long run this question again hold importance as to know can
microfinance instution sustain themselves without compromising with their objectives.

The paper contains eight original contributions that provide new empirical evidence on these two
issues. Four contributions answers the question of the impact of microfinance on the well-being of the poor in
developing nations like India. Does impact of MFI’s on social and economic situation of the poor in developing
nations like India was significant? The latter four contributions focus on the trade-off between outreach pov
and financially sustainable.

In the 2007 special issue in Economic Journal (Hermes & Len- sink, 2007) elaborates on number of
ways in which we primarily dealt with joint liability group lending, providing new insights with respect to
why and how this type of lending works in enhancing repayment rates. The issue of the trade-off between the
financial sustainability and outreach of microfinance programs were looked into and various forms of lending
were considered
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THE IMPACT OF MICROFINANCE

The supporters of microfinance says that a proper access to finance can reduce poverty
substanially (Dunford, 2006; Little field, Morduch, & Hashemi, 2003). Access to finance
leads to increase in income by increasing investments in income generating activities
and diversify sources of income; which may contribute to an accumulation of assets;
smoothen consumption; likely to reduce the vulnerability due to illness, drought and crop
failures, and it may contribute to social development and better standard of living of the
borrower. The positive assessment of the contribution microfinance can reduce poverty
led many governments, NGOs, and individuals to put efforts to support MFIs and their
activities.Still, microfinance has faced many criticism. the critics of microfinance doubt
substantial contribution in reduction of poverty and claimed that microfinance does not
reach the poorest of the poor (Scully, 2004), or that the poorest are deliberately excluded
from microfinance programs (Simanowitz, 2002).Reasons behind was the very poor often
decided not to be a part of microfinance programs as they lack confidence in the products
of institution or considered loans taking to be very risky(Ciravegna, 2005) the target
segment of MFI’S (core poor) are very risk averse to borrow for investment in future the
loan that was extended to people were very limited. Secondly the core poor borrowers are
not considered by other lending programs because of the very high credit risk involved
(Hulme & Mosley, 1996; Marr, 2004). Te way the programs are organized by MFI’s lead to
exclusion of core poor and even staff o MFI’s prefer excluding as they are been considered
very risky(Hulme & Mosley, 1996; Marr, 2004). Many microfinance scheme have a clear
focus on women as they are bread winners of families. Research shows that women are
more reliable and have higher pay-back ratios. Moreover, women use a more substantial
part of their income for health and education of their children (Pitt & Khandker, 1998).
Thus, women play a very important role in reducing poverty within households.

Due to large disagreement about the contribution microfinance to reduce poverty
impact of microfinance led tO a large number of empirical assessments. In this respect,
researches have tried to answer following questions (1) does microfinance reach the core of
the poor or it is for rich (2) which contribution is seen as the most important (improvement
of income, accumulation of assets, empowerment of women, etc.); and (3) do the benefits
outweigh the costs of microfinance schemes? (Chemin, 2008; Dunford,2006). The latter
issue deals with the question to what extent subsidies to microfinance organizations are
justified. Most studies aiming at evaluating the impact of microfinance by addressing
above three questions

Even though several assessments of the impact of microfinance on poverty reduction
have been made, there arevery less empirical evidence on this issue. As there is no measure
to estimate the contribution of MFI’s to the poverty reduction. Some studies measured
impact by comparing recipients of microfinance with a control group that has no access
to microfinance. In most cases, these studies apply non-randomized approaches. These
approaches firstly analyses the changes of the social and/or economic situation of the
recipients of microfinance by induce rich agents to apply for microfinance whereas poor
agents do not apply,Resulting in a self-selection bias. Such situation, may lead to the
incorrect conclusion that microfinance has stimulated income. Second, in order to improve
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the probability of microfinance being successful, MFIs may decide to develop their
activities in relatively more wealthy regions

One of the influential studies in this field is by (Pitt and Khandker(1998)) on the
impact of microfinance in Bangladesh, usinghousehold survey data for 1991-92. They find
that access to microfinance has resulted an increases consumption expenditure, if loans
are taken by women. Khandker (2005), in his latter study using panel data for 1991-92
and 1999, concludes that the extremely poor benefit more from microfinance than the
moderately poor.

Based on data from a survey carried out in collaboration with a village banking program,
Promuc, in Peru in 2002, and using a mix of evaluation methods (among which are the
difference-in-difference approach and qualitative in-depth interviews) they found that it is
the “better off” poor benefit most from access to microfinance than the core poor or whom
the programs was designed. The drawbacks of non randomized approaches have been
overcome by the randomized approach but the evidences using the randomized approach
appeared to be mixed Coleman (1999, 2006) is one of the first to use a randomized approach
when evaluating the impact of microfinance, heused an external event, thatis, amicrocredit
program introducing microfinance in the Northeastern part of Thailand with random and
unannounced delays. Based upon this quasi-experimental setting his analysis shows that
microfinance has a positive impact on wealthy villagers only. Karlan and Zinman (2009)
study the effect of microcredit on small business investment in Manila, the Philippines.
The picture emerging from their results is rather diffuse. Banerjee, Duflo, Glennerster, and
Kinnan (2009) evaluatethe impact of the opening of MFI branches in thfor opening a nee
slums of Hyderabad. Half of the 104 slums were randomly selected for new branches.They
find mixed results, but on the whole the effect of introducing microfinance appears to be
very moderate. But still randomized controlled trials were criticized (Deaton, 2009; Rodrik,
2008). As the result of the experiment cannot be generalized ,the solution the problem, as
argued by the proponents of randomized approaches, is to repeat experiments in different
contexts, it remained unclear how many times a particular experiment should be repeated
before concluding. Repeating experiments is very costly and time consuming therefore
result concluded both randomized and non-randomized approaches have weaknesses and
strengths, and, therefore, both could be useful when analyzing the impact of microfinance.

The brief discussion above on the evidence of the impact of microfinance on poverty
shows that the no proper conclusion is drawn as there is no proper tool to measure the
impact The contributions in this paper aims to provide in-depth and innovative analyses
of microfinance and their impact on poverty reduction. Below, we will shortly review
the contents of these contributions. The first contribution is same as non-randomized
approaches; the second and third contributions are close to randomized approaches to
analyze the impact of micronance; and the fourth contribution proposes an alternative
methodology for impact assessment.

The paper by Dalla Pellegrina (2011 paper aims at analyzing the impact of microfinance
by comparing impact of two other sources of credit, that is, bank loans and informal
credit. Such a comparison is, however, important as it helps our understanding about the
real contribution microfinance can make. Secondly, her study focuses on the impact of
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credit on investment, Dalla Pellgrina stresses that for improving living standards in the
long term, investments are needed so that borrowers can develop productive activities.
Using information from a large survey on almost 1,800 households in rural Bangladesh
carried out by the World Bank in 1991-92, she finds that microfinance loans mainly help
to increase working capital expenditure,whereas bank loans play an important role in
accumulating fixed assets.The latter are most important to generate long-term productive
activities. These results indi- cate that with respect to the impact on long-term investments,
microfinance may be less effective than bank loans.

Becchetti and Castriota (2011) analyzes the impact of microfinance by focusing on its
effectiveness as a recovery tool after hit by the tsunami in Sri Lanka in 2004. They have
data for 305 randomly selected microfinance borrowers, disaster provided a unique quasi-
natural experiment to test the impact of microfinance on people’s well-being, because
it creates two randomly selected groups. One group of borrowers consists of those who
are hit by the tsunami; the other group consists of borrowers who are not affected by
the disaster. Based on a rich dataset containing information for both before and after the
tsunami which showed the positive contribution of microfinance loans led to improving
and converging real incomes was not observed for governmental subsidies, donations,
and grants. Their study thus finds strong evidence for the effectivness of microfinance as
a recovery tool.

Rai and Ravi (2011) in their paper focus on the impact of microfinance on women
empowerment. They study uses dataset of 280,000 microfinance borrowers in India, the
borrowers were asked to purchase health insurance after getting loan. However it is aims to
empower women and these partnerships may contribute to this aim, since usually women
are less likely to seek and obtain health insurance.

MICROFINANCE: SUSTAINABILITY VERSUS OUTREACH?

Providing microfinance is a costly business due to high transaction and information costs. At
present, a large number of microfinance programs are still dependent on donor subsidies to
meet the high costs, which made them financially unstable. The financial systems approach
emphasizes the importance of financially sustainable microfinance programsapproach
stressed on the importance of being able to cover the cost of lending money out of the income
generated rom loan portfolio , reduce operational costs . The poverty lending approach,
focussed on use on use of credit to overcome poverty, by providing credit on low interest
rates as the poor cannot afford higher interest rates. Therefore financial sustainability is
in conflict with goal of serving large groups of poor borrowers. In other words, there is a
trade-off between sustainability and outreach.But the large- scale outreach to the poor on
a long-term basis cannot be guaranteed if MFIs are not financially sustainable. In fact, the
importance of striving for financial sustainability has been embraced by most parties in the
microfinance debate as a result donors, policy makers, and other financers of microfinance
have recently made a shift from subsidizing MFIs institutions toward a focus on financial
sustainability and efficiency of these institutions. Thus increased focus on financial
sustainability and efficiency is due to a number of changes the microfinance business
has been recently witnessed, increasing competition among MFI’s, commercialization
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of microfinance, technological advancement and financial liberalization and regulation
policies of the government (Rhyne & Otero, 2006).

Cull, Demirgu” c-Kunt, and Morduch (2007) his study aims to systematically examine
financial perfor mance and outreach in a large comparative study based on a dataset of
124 microfinance institutions in 49 countries, investigate whether there is a trade-off
between the depth of outreach and profitability of MFIs. The results show individual-
based MFIs increasingly focus on wealthier clients,provides evidence for a trade-off
between sustainability and outreach and stresses the importanceof institutional design in
determining the existence and size ofsuch a trade-off. Hermes, Lensink, and Meesters
(2011) provide new evidence on the existence of the trade-off between sustainability
and outreach, using data for 435 MFI for the period 1997-2007. Finds strong evidence
that outreach is negatively related to efficiency of MFIs. MFIs with a lower average loan
balances are less efficient. Moreover, MFIs with more women borrowers as clients are
also less efficient. The results are significant even after tak ing into account a long list of
control variables.

Hudon and Traca (2011) in their paper focus on the relation- ship between subsidies
and the efficiency of MFIs. According to their report,only 5% of all MFIs are currently
operationally sustainable. As providers of subsidy require transparency related to the
effects of their subsidies on the performance of MFlIs, the subsidies have kept inefficient
institutions alive.. Hudon and Traca use microfinance ratings data from two leading rating
agencies, providing them with financial statement data for 100 MFIs. Using this unique
dataset they find evidence for a positive rela- tionship between the subsidy intensity
and the efficiency of MFIs. ubsidizing MFIs may contribute pos- itively to efficiency,
but only up to a certain maximum level. Wydick, Karp, and Hilliker (2011), investigates
determinants of outreach, uses an innovative approach by looking into the role played
by social networks in determining access to microfinance loans. Recently, there has been
a new wave of research emphasizing the role of social networks on individual decision
making.

LESSONS TO BE LEARNT?

After reviewing the contents of the various contributions to this paper on microfinance,
the question remains what new insights these contributions have provided regarding the
impact of microfinance and the trade-off between outreach and sustainability

(a) Impact

Dalla Pellegrina (2011) supports the view that, for MFIs, it is important to understand
the potential impact of the lending technology and contract on the behavior and choices
made of the borrower on deciding the ultimate aim should be of providing loans to the
poor. One potential response that accommodates this insight may be to reconsider lending
technologies used and turn to approaches in which the lending technology allows for more
flexibility than is usually the case.That there is convincing evidence for a positive im pact
of microfinance, at least in the two cases discussed in the work of Becchetti and Castriota
(2011) and Rai and Ravi (2011). So, microfinance does seem to make a difference in
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recovery after a natural disaster and it does seem to help empowering women. These results
are reassuring as both areas are high on the agenda of many NGOs and policy makers.

In many cases, these methodologies are very costly and time consuming. It generally
takes several rounds of surveys over a relatively long period of time before adequate data
have been collected. The contribution by MclIntosh et al. (2011), the methodology they
suggest allows for creating a retrospective panel database based upon a single survey,
using the client base of the MFI(s) involved in the analysis. The simple idea is to ask
respondents to think about major changes in the household in the past and link these
changes to the timing of a treatment such as having access to a micro- finance loan. This
methodology allows for explicitly analyzing the dynamics of the impact of a treatment.
This methodolog- ical innovation may, therefore, be very useful for both researchers and
policy makers when evaluating the impact of microfinance.

(b) Outreach versus sustainability

The contributions on the outreach versus sustainability discussion has threefold. Aiming
for sustainability does compromise the social goals of MFIs (Hermes et al., 2011).
Transformation of MFI’s to banks have positive impact on socially deprived. It is of great
importance to policy makers deciding on whether or not to subsidize microfinance, it is
impotanct for practitioners in their decisions to improve the efficiency of their operations
further; and it is important for commercial investors, those aimimg for socially responsible
investments. There are no proper evidence to tto answer the question regarding the size o
trade-off. One first attempt of analyzing this issue is made by Galema and Lensink (2009).
Taking small sample of 25 MFTIs, to estimate extent the social investors are willing to accept
a decrease on returns to achieve higher outreach. The trade-off is particularly severe for
the lower end of the poverty distribution, that is, the group that by MFIs. Obviously, more
research into the size of the trade-off is needed in future to be able to come to convincing
conclusions on this issue. Another, related lesson from the symposium contribution by
Hudon and Traca (2011) is that subsidies if remain moderate donot have to compromise
on the efficiency. In particular, providing well planned subsidies may improve the
performance of MFIs. the view for financial sustainability only may not be a fruitful venue
when discussing the long-term viability of microfinance work. The innovation provided by
Wydick et al. (2011) focuses on the use of existing social networks between existing and
potentially new microfinance clients. According to Wydick et al. MFIs could make more
use of these networks when reaching out to the poor as it turns out that households may
be willing to apply for microfinance because other households in the same network do so
as well. Using these networks is a low-cost strategy for MFIs when reaching out to new
clients. With respect to the discussion on the trade-off between outreach and sustainabilty
this is an important conclusion, because this would better enable MFIs to reach higher
levels of outreach without having to compromise its financial sustainability.
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The Trend of Various Start-Ups to
Domicile Overseas: An Overview
of Current Scenario in Venture
Capital Funding
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Abstract

Increase in inventive concepts and entrepreneurial spirit in the country will not only
draw attention of domestic Venture Captial and individuals, but will also see enhanced
interest of overseas investors. With ‘Make In India’ & ‘Startup In India’ campaigns, several
state bodies are working towards creating a support system to boost the startups in their
respective areas. While the growing technology penetration is a reason enough for an
optimistic wave among investors for startups, the government s support would be an added
advantage. However, the success of many startups will also depend on how they plan to
spend. My advice would be to spend wisely, celebrate failures and learn from the mistakes
you make while creating a business. No sustainable business is born overnight, so mistakes
are inevitable. Pick up the best lessons out of these falls and move along.

The year ahead will see the coming-of-age of applications focused on making payments
easier. Startups will have become nimbler and agile to cope with the demands for generating
revenues in a sustainable fashion. Finally, startups will rise to focus on opportunities rising
from government’s drive to make in India etc.

Keywords: [Inventive, Entrepreneurial, Startup, Technology, Penetration, Investors,
Overseas

INTRODUCTION

A mass exodus of tech startups is expected this year as an increasing number of young
ventures shifts overseas in search of investors and a better regulatory environment and
facilities unless the government takes steps to reverse the trend. Excessive red tape in
processes such as early-stage investing and mergers and acquisitions is forcing young,
promising ventures in India to shift overseas, So far the Indian economy has witnessed
phenomenal growth for the Indian technology startup ecosystem, driven by factors such
as massive infused capital, acquisitions and consolidations, increasing Internet and smart
phone penetration, and an ever growing domestic market. Although the market has
suffered in recent times due to considerable backlash against certain startups for layoffs,
India will continue to grow as a startup incubator. As the environment is highly emergent
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where everything changes in under a month, making predictions for a year is almost like
crystal ball gazing. However, 2016 will certainly witness significant progress in digital
payments. With liberalization of KYC norms in mutual fund investments and various
initiatives by NPCI, we will also witness greater financial inclusion and easier investments
and transactions for individuals across the country.

A software product industry think tank estimates that as many as 75% of new technology
startup firms, ranging from data analytics, mobility and security to cloud that intend to raise
seed or venture capital will be domiciled outside the country. Jalandhar-based customer
support software maker Kayako shifted to the UK after finding it difficult to work in the
Indian regulatory environment. London made natural sense for Kayako because of the
UK’s regulatory environment that includes friendly and pro-active tax regime and benefits
such as R&D credits and capital gains tax credits for entrepreneurs.

Top Indian companies such as online retailer Flipkart and mobile advertising firm
InMobi have re-domiciled to Singapore. Hungry for intellectual property, the government
and investors in these countries are welcoming Indian tech companies with a red carpet.
Mobikon is one of several start-ups which have moved headquarters from India to
Singapore in recent months. Start-ups also benefit from the funding available through
growing angel investor and venture capital networks in Singapore. Mobikon, for instance,
raised $2 million in a joint investment from SPRING Singapore and Jungle Ventures.
SPRING is a government-operated fund that invests in start-ups along with local venture
capital firms. Easier listing norms and the dream of a US listing are also major attractions
for startup ventures.

Exact data on such ventures is not available, but the number of Indian companies with
operations in the citystate jumped to 4,000 in 2012 from 1,100 in 2000, according to the
Singapore Economic Development Board (SEDB). Industry executives say a Singapore
presence is ideal for companies aspiring to go global as the city-state is an international
business hub. The trend is most visible in start-ups offering digital marketing, social media
and cloud-based services. Singapore acts like a media buying hub for various companies
across Southeast Asian nations such as Malaysia, Indonesia, and the Philippines.

Start-ups are multiplying rapidly in India. There are just too many of them. Most of
them are mismanaged and have flawed business plans. They stare at an uncertain future
with investors reluctant to hop on board. Here are a few suggestions for entrepreneurs
on how to make their start-ups. Making the right pitch The start-up pitch is crucial for an
entrepreneur. The more you talk about technology in your business, the more attention
you garner from investors. Your start-up pitch should be like a pyramid, full of key details
at the beginning and then slowly narrowing down to the future of the product or service,
highlighting how it is beneficial to the end user.

Like most good stories, there’s more than meets the eye. One has to dig beneath
the hype to appreciate the underlying dynamics of an evolving ecosystem and its future
trajectory. India’s digital consumption market has reached its inflection point. Over the last
three years, Internet and smartphone usage has seen annualised growth of over 30 per cent
and 50 per cent, respectively, resulting in roughly 250 million connected users with diverse
needs like shopping, travel, bill payments and financial management.
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Over a quarter of these users are already conducting online transactions. Two-thirds
of them access the Internet through their mobile phones (vs only a fifth in the US), and
are consequently more engaged. Taking cue, businesses are increasingly getting online as
evidenced by the 3.5 million SMEs active on digital marketplaces. Switch back to here
and now. With 3,100-plus registered startups and counting, India is witnessing its own tech
tsunami, and is poised to become the second largest global startup hub by the end of the
decade (today the US is at 45,000-plus). This is the dawn of a new age.

Attracting top tier talent has also had a knock-on effect on the quality of product
design and execution. By 2018, India will boast the largest global developer talent pool
of 5.2 million, many of them seasoned by local R&D operations of tech multinationals. A
reverse migration of US-based tech professionals, enticed by the potential to solve large
problems in favourable market conditions with attractive compensation packages, has
brought critical experience. But that’s where the Indian halo ends -- and questions begin.
The Indian startup ecosystem is hardly diversified on almost any other count. Over 80 per
cent of funds have gone to consumer Internet and e-commerce startups, and hardly any to
B2B technology. Consequently, little success has been seen in enterprise startups. There
are no domestic counterparts for the Clouderas, Palantirs and Slacks of the Valley. This
can be attributed to many factors -- short-term bias in the local VC community; higher risk
aversion of Indian businesses in trying new technologies; and challenges in using typical
copycat innovation models for B2B products.

According to ISpirt, a software product industry advocacy group, nine of the top 30
Indian B2B companies have already re-domiciled themselves abroad. This brain drain is
significant given enterprise startups are twice as likely to become billion dollar companies.

Start-ups to Domicile Overseas

In 2015, it is projected that three of four new technology startups that focus on the global
market and plan to raise seed or venture capital will be domiciled outside India, according
to a survey by iSPIRT (Indian Software Product Industry Roundtable), a think tank. This
is like the 18th century East India Company invasion. The enormous value that is being
created in tech industry is leaving our shores. A Singapore-based investor even offered
$100 million ( Rs 632.7 crore) in funding and infrastructure costs for 10 years to InMobi
on condition that it increases its decision sciences team from 25 to 200 in the island nation.
The city-state offers multiple benefi ts to start-ups Corporate tax rate capped at 17% versus
over 30% in India Strong branding as a global business centre Works as a hub to expand
presence across Southeast Asia Government subsidizes about half the salary of tech staff
if they are locals Easier to start, operate and close a business there Liberal stock listing
norms, allows direct overseas listing.

The UK government was totally on the ball. We were approached in person by Directors
of UK Trade and Investment and other high level officials directly approached Kayako,
which has over 30,000 clients including US space agency NASA, Japanese gaming firm
Sega and Europe’s second-biggest carmaker Peugeot. The government also arranged for a
Tier 1 Entrepreneur visa within a record time of 20 days. It has been an amazing experience
by those entrepreneur, who had to face tax-related regulatory hurdles in India.
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Experts such as TV Mohandas Pai, a top angel investor and chairman of Manipal Global
Education Services, said startups are finding it difficult to do business in the country. Every
sale is becoming a nightmare for startups in India because of the regulations. The Indian
tech start-ups are shifting their headquarters to the United States and Singapore, as it is lot
easier for start-ups to raise money and have options for acquisition by tech companies like
Facebook, Google and Twitter.

The situation is worse at the early stage. Among technology companies that raised
Series A investments last year, 54% have already moved out of India, according to iSPIRT.
Among them is Bengaluru-based mobile technology startup Deck, which relocated to
Singapore entirely due to the funds raised. The investor was more comfortable investing
in a Singapore company rather than in an Indian one, which enables users to make smart
PowerPoint presentations through their mobile devices.

Mobile point-of-sale provider Ezetap, which provides its technology to banks such as
State Bank of India and HDFC, had to re-domicile to Singapore to raise funds as investors
didn’t want to go through the hassles in India. Despite moving to Singapore, most start-
ups retain their development centres and a heavy operational presence in India. Experts
caution that companies should evaluate the strategic move carefully.

Current Scenario of Overseas Funding

The government has made no provision for its ambitious India Aspiration Fund, part
of StartUp India initiative, for the next financial year and has reduced the allocation to
Rs 100 crore from Rs 600 crore made earlier for the current fiscal. In order to provide
support to startups through Fund of Fund operations, IAF, with a corpus of Rs 2,000 crore,
was launched by Finance Minister Arun Jaitley in August 2015 to enhance the equity
availability to MSMEs. LIC was also made partner and co-investor in the India Aspiration
Fund managed by SIDBI.

As per the Budget 2017-18 documents, the government had made allocation of Rs 500
crore for 2015-16 when the fund was launched. In the following year, a provision of Rs
600 crore was made but reduced significantly to Rs 100 crore as per the revised estimate
announced in the Budget 2017-18. The Budget, announced earlier this month, has not made
any allocation under this head for the next fiscal. At the time of the launch of the Fund,
Jaitley had said it is expected to catalyse tens of thousands of crores of equity investment
in start-ups and MSMEs. Instead of or in addition to disbursing part of the allocated
money to venture capital funds operating in India, government should think about cutting
inefficiencies and bringing more clarity by way of forming an expert panel that disburses
funds directly to startups.

In the budget presented in July, Finance Minister Arun Jaitley had proposed to set up
a Rs 10,000-crore fund to act as a catalyst to attract private capital by way of equity and
loans for startup companies in the small and medium sector. The issues are not limited to
raising funds or the tax system, many tech startups find it difficult to exit.

Experts said about 95 per cent of start-up exits happen through mergers and acquisitions
and only 5 per cent happen by going public
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Bengaluru-based information security firm 1ViZ Security, which was acquired by US-
based technology firm Cigital in October, lost a significant amount of time during the
exit process due to non-availability of a particular financial instrument in India. They,
however, welcomed the recent easing of listing norms by the Securities and Exchange
Board of India to help start-ups raise money locally. Manu Rekhi, director at Inventus
Capital Partners, told Mr. Jaitley: “A Facebook corporate development executive vented
to me about the complexity of doing a deal in India. He mentioned that the $22 billion
acquisition of WhatsApp in the U.S. was simpler than the $10 million acquisition of Little
Eye Labs in India.”

Nine of the top 30 business-to-business software product companies by market
capitalisation have already relocated to the U.S., Singapore and the U.K., according to
iSpirt’s Software Product index (iSPIx), which tracks the growth of the industry. These
30 companies are worth about $6.2 billion (Rs. 39,341 crore), employing about 18,000
people, according to the index. Top Indian companies such as online retailer Flipkart and
mobile advertising firm InMobi have re-domiciled to Singapore. (Source: Business Today,
2016)

Naushad Forbes, president of Confederation of Indian Industry, mentioned that the
China growth story was fuelled by about 50,000 investments of $2 million (Rs. 12 crore)
each over a decade. Half of this was from the Chinese diaspora. We need Indians globally
to invest in India.

To this point, there was a need for India to adopt the global best practices as in the
U.S, Singapore and Israel. For example, there is a need to make convertible notes possible
similar to the U.S. where over 300,000 angel investors invest through convertible notes.

Convertible notes are debt instruments, a signed document from a company to an angel
investor, intended to convert to stock once a start-up raises a larger round of financing from
a venture capital firm. This instrument is most popular way of raising first round of funding
by startups in Silicon Valley. (Source: Forbes India Report, 2015)

The most compelling reason for Indian entrepreneurs to move their headquarters is the
ease of doing business in Singapore. The Southeast Asian nation topped the World Bank’s
Doing Business 2013 survey of 185 countries. India is ranked 132. In terms of starting
a business, the city-state is ranked fourth while India comes in at 173. The World Bank
survey also notes that it takes three permits and three days to start a business in Singapore.
In comparison, it takes 12 approvals and 27 days to start a business in India.

The new rules allow for better listing norms, lock-in conditions and IPO pricing rules.
For instance while current norms assume a main board with promoters, debt (bankers)
and retail IPO investors, the new norms assume an entrepreneur, equity investors (like VC
funds) and qualified IPO investors.

SEBI will create the separate institutional trading platform and link it to India’s existing
two stock exchanges. For the listing, the regulator relaxed the mandatory lock-in period
for all pre-listing investors to six months, compared with three years for other companies.
Disclosure requirements have been relaxed. The minimum sum that retail investors can
invest in the startups is 1 million rupees (about $16,000).
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The institutional trading platform is a welcome move to ensure broader access to capital
to next generation startups. The proposed shorter lock-in periods, simplified disclosure
norms, and more liberal valuation parameter disclosure norms should hopefully encourage
many Indian technology companies to consider listing on this new platform to access
accredited and institutional investors.

Venture Capital Funding

India also has a relatively shallow funnel when it comes to venture funding. A large fraction
of funding has gone to small ticket, early stage financing with little follow up. Seventy-five
per cent of disclosed deals were below $10 million and only 5 per cent over $100 million.
In contrast, the US saw a more balanced distribution of funds with 33 per cent of deals
in early stage, 41 per cent in expansion stage (typically $10-100 million) and 25 per cent
in late stage. Barring a handful of high-profile e-commerce players that have dominated
recent headlines, most Indian startups experience a crunch in post seed round financing.
Only 22 per cent go on to do a series A (vs 56 per cent in the US).

India still lacks an exit pipeline that ultimately powers vibrant ecosystems by creating
the right incentives for investors, founders and employees alike. IPOs have been less than
a trickle with literally three poster successes over the last decade (InfoEdge, MakeMyTrip
and JustDial), compared with eight domestically listed tech IPOs in China in the first
quarter of 2015 alone. There’s a growing queue of “’IPO ready” Indian tech companies but
it’s unlikely these will be listed on local bourses. The pace of strategic M&A is gradually
increasing. Virtually, every Silicon Valley biggie (Facebook, Google, Amazon, and recently
Twitter) has made an Indian purchase. Certain local players are reaching acquiring scale.
Snapdeal alone made eight acquisitions since 2014. But deal sizes remain low. According
to ISpirt, the average exit in India ($11 million) during 2011-14 dwarfed those in Israel
($113 million) and the US ($57 million). India has undoubted potential to become a global
tech product powerhouse. Software products offer new promise where I'T-enabled services
struggle with restrictive host government visa policies and eroding cost advantages. They
also hold tremendous potential to empower millions be it through mobile banking and
payments, digitisation of government services, or e-commerce between needy buyers and
sellers. Over the past few months, I have met several young, promising teams furiously
building products that could rival any in the Valley. We need to make good on their
efforts. These trends have catalysed a broader startup ecosystem. At its heart is a vibrant
community of ‘funders’ including angels, accelerators, funds, and strategics (importantly,
including corporations) that find, fund and scale startups. The number of active VCs in the
country has risen from 49 in 2010 to 222 in 2014, with 40 new global funds slated to enter
the country this year.

More inclusive crowdfunding models - only recently introduced in the US but quickly
transplanted here - promise to direct higher levels of retail investment to the sector,
especially as Sebi develops a regulatory framework to oversee alternative financing
and listings of startups. Another key development has been the entry of global strategic
investors, accompanied with larger financing, shorter investment cycles, and an infusion
of global expertise and customer access. Perhaps the most tangible result of these virtuous
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dynamics is the unprecedented $5 billion in 2014 venture funding directed across 300-plus
investments. This represents a three-time increase over the previous year, and is already
a quarter of the far more mature US market. Funding is also more regionally spread out.

The top three hubs - Bengaluru, Delhi and Mumbai - accounted for 30 per cent, 25
per cent and 18 per cent of deals, respectively (and 41 per cent, 30 per cent and 12 per
cent of deal flow, respectively). There are also indications of relative specialisation in core
technology, e-commerce and mediatech, respectively. VC deals in the US are still heavily
concentrated in Silicon Valley - where the number is three times higher than in New York,
or five times higher than in Boston or LA. Such skewed growth is proving to be disruptive
to local communities as well as to regional labour and real estate markets.

CONCLUSION

India is on the path of becoming the world’s fastest growing mobile app market where
startups, financial institutes and even traditional companies are doing their best to keep
up with the fast changing times. The app revolution presents incredible opportunities in
several different spaces including communication, payments, and collaboration. In a move
that is likely to boost India’s startup ecosystem, the country’s stock market regulator SEBI
will launch a new trading platform and ease rules to allow startups to list and raise funds on
its domestic stock exchanges. The move establishes that India is waking up, albeit late, and
trying to stem the tide of technology and e-commerce startups that are moving overseas to
countries like Singapore and the United States to tap the capital markets.

The changes are expected to come into effect by the end of the year. India has
a few thousand startups and is often ranked among the top countries in the world for
entrepreneurship. Global investors such as Tiger Global, SoftBank, Sequoia and Accel
have invested in startups, including in domains like mobility and data analytics, as well as
e-commerce startups offering online retail, digital payments and cab summoning services.

But despite the optimism that currently pervades India’s technology startup scene, only
13% of stock market valuation in India is from the technology sector as compared with
over 40% in the United States, says software product thinktank, iSPIRT.

Deep technology ventures warrant long gestation periods, need large injections of
capital upfront for R&D and are often unable to evidence revenue