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The new way
of doing business

There’s a loT swirling in ajay seTh’s mind, 
and much of it has nothing to do with the present. for 
the Chief financial officer (Cfo) of maruti suzuki, 
three new tax and accounting rulebooks that will un-
ravel over the next two years have come to acquire as 
much priority as keeping the wheels of finance at india’s 

largest carmaker turning. “it’s unprecedented,” he says, reflecting on 
the three challenges looming in the distance in all their convenience 
and complexity.

first up, in april 2010, there’s the goods and services Tax (gsT), which will finally usher in an 
indirect tax system that is uniform across india. Then, in april 2011, there’s the new accounting 
system, international financial reporting standards (ifrs), which raises the reporting and ac-
counting bar to another level. lastly, there’s the new direct Tax Code, which wants to ease the 
burden of tax payment and procedures, but also ends up burdening companies in some ways. 
They are all works in progress, but are expected to become law in the next two years.

seth welcomes them all. after all, they make doing business easier. They encourage good prac-
tices and good governance. They level the income-tax field in india and also give indian compa-
nies a leg up while competing globally. 

but seth is also weary of the numerous changes he will have to initiate to align maruti’s opera-
tions to the new business regime. The changes are small and big, simple and complex, comfort-
able and uncomfortable, anticipated and unanticipated. in business processes, documentation, 
supplier relationships, distribution, reporting, compensation policies, loan agreements, to name 
just a few. seth bears the demeanour of a man who knows that no matter how hard he tries, he 
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Three new rulebooks—GST, IFRS and a new Direct  
Tax Code—will transform several aspects of a company’s  

operations. The time to prepare for them is now.

Ashish GuptA with John sAmuel RAJA D

will still leave some ends untied. 
says dolphy d’souza, national leader, ifrs, ernst & young: 

“Companies know these three changes are coming, but they have 
no idea on their shape, size or format.” Those who have engaged 
with the new rules know that it will change their business in many 
ways: how much profits they show, where they set up factories, how 
they organise their distribution, how they manage their working 
capital, how much tax they pay, what kind of arrangements they 
have with vendors, and so much more. Those who haven’t bet-
ter start engaging now, or they won’t know what hit them. doing 
business won’t be the same again, as these 10 new business rules 
heralded by the three big changes demonstrate. 

å Lower indirect taxes = lower prices = 
greater demand for goods and services

The move to gsT is likely to reduce the indirect taxes paid on 
most products. That’s primarily because the gsT will swallow 
most of the current indirect levies—excise duty at the Central 
level; value-added tax (VaT), entry tax and the inter-state tax 
at the state level. although the gsT rate is yet to be decided, it’s 
expected that it will be lower than the sum of all indirect taxes 

What is it?
The Goods and Services Tax (GST) will swallow all 
indirect taxes, from excise duty levied by the Centre 
to value-added tax (VAT) imposed by states. GST 
will treat India as one market in terms of taxation—
a single indirect tax rate for all goods and services. 

When Will it come into effect?
The Centre says April 1, 2010. It will be tough, as 
much work remains to be done to get the Centre 
and all states on the same page, and to thrash out 
operational details. Even companies are not ready 
at their back end. 

What are the major proposals?
l  The GST will be levied when goods are sold or 

services provided.
l  The rate is likely to be 16-18%, significantly 

lower than the effective rate of 35-40% levied on 
80% of goods.

l  No GST will be levied on goods under the 
‘exempt’ category, 1% on bullion, a concessional 
rate on ‘essential’ items. All other goods and 
services: normal GST rate.

 
hoW Will it change the Way companies 
do business?
l Fall in prices to increase demand for goods.
l Single price of a product across the country.
l Less tax paperwork.
l Fewer warehouses.
l Lower working capital.
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tion. he expects companies to adopt a ‘hub-and-spoke’ model, 
where a regional warehouse will serve five or six markets. “a con-
sumer-durables company can service five to six northern states 
by locating its warehouse near nCr,” he says.

maruti is working on moving to such a model. “life will become 
easier,” says seth of maruti. in the new distribution model, the 
company hopes to deliver cars within three or four days, irrespec-
tive of location. That’s a sizeable improvement over the three weeks 
or so it currently takes in corner locations like Kerala.

The regional warehousing model also allows a company to reap 
the benefits of scale and be more responsive to the market. now, 
when it estimates demand and supply, it will do so for a region, 
not a state. if demand in one state in the region is less, it can move 
that state’s share to other states where demand is more. goods 
move quicker. maruti hopes to bring down its inventory days by 
four days. “we will save rs 3 crore over a year,” says seth. most 
companies will benefit similarly, in varying degrees.

é Lower working capital needed for  
same level of production

The gsT will also reduce a company’s working capital needs, by 
roughly the excise paid by it currently. excise duty is a production 
tax: a company pays excise when its goods leave its factory. Till 
it sells those goods, the money paid towards excise, in a sense, 
stays locked in. That money comes from its working capital—the 
debt it takes on to meet its running expenditure. any reduction 
on this front will reduce its interest burden. 

with gsT, fewer funds will be locked in, and so a company 
will need less working capital. That’s because gsT is a consump-
tion tax: it’s paid by the consumer, not by the producer. unlike 
earlier, companies won’t be paying tax on goods that have left 
their premises but are lying in warehouses. “working capital 

spoilsport is the inter-state tax (oddly enough, called the central 
sales tax, or CsT) levied on goods when they move from one 
state to another. 

goods move from a factory to a warehouse, and then to a dealer. 
if the warehouse and dealer are in different states, the dealer has 
to pay a CsT (generally, of 2% today; it used to be 4-5% earlier), 
which increases the price of a good. in order to avoid the CsT, 
companies set up a warehouse in every state they sell. 

it’s an inefficient distribution setup: extra warehouses, 
paperwork and employees. and it doesn’t allow 
flexibility in operations or economies of scale. 
say, a car company has a plant in haryana and 
warehouses in every state. further, say, it runs 
out of a particular car model in Kerala. it won’t 
ask its warehouse in neighbouring Karnataka, as 
it will have to pay CsT. instead, it will wait 
for fresh stock to come from haryana, 
and make the customer wait.

The gsT will change that. gsT will 
usher in a uniform tax rate across all 
states and the CsT will cease to exist. 
Tax dynamics will no longer shape 
supply-chain networks. The need 
for a warehouse in every state will 
cease. That means fewer warehouses, 
fewer people dedicated to tracking 
taxes and lesser paperwork.

Vineet agarwal, executive director 
of Transport Corporation of india, a 
logistics firm that manages 7.8 mil-
lion sq ft of warehousing space, says 
companies will review their distribu-

currently being paid.
Take the ritz, maruti’s newest car model, which retails at about 

rs 6 lakh. maruti pays a total indirect tax of about 24% on this 
car: 12.5% VaT, 9% excise duty, 1-2% entry tax, 2% CsT, and 
registration charges. in the ongoing discussions, 16% is the gsT 
figure being quoted the most.

if the gsT is fixed at 16%, manufacturers will be able to reduce 
car prices. for a rs 6 lakh car, a saving of 8 percentage points 
translates to about rs 30,000 less in taxes paid. Companies tend 
to pass on such cuts fully to consumers. “it’s going to be a bo-
nanza for consumers,” says seth.

it will be a bonanza for maruti too. “gsT will be a demand 
booster,” says seth. “small cars in india show high price elastic-
ity of demand (change in demand because of a change in price).” 
This price elasticity was evident in december 2008, when excise 
duty was cut across-the-board, from 14% to 10%. Carmakers, 
who endured flat or negative growth in the last six months of 
2008, have grown at 15-16% in the last six months. 

it’s not just the car industry that could see a dip in prices—and 
a consequent fillip in demand. “because of the cascading effect of 
the numerous taxes, about 80% of goods are currently being levied 
a total indirect tax of 35-40%,” says hari shankar subramaniam, 
Tax Partner, ernst & young. a gsT rate significantly lower than 
35-40% will have a trickle-down effect similar to that outlined 
for cars above. This will boost consumption of goods, revenues 
and profits of companies, and growth in the economy.

ç One warehouse per region, 
not one warehouse per state

a warehouse in every state they sell. That’s been the game plan 
of companies for the first link in their distribution chain. it has 
less to do with strategy and more to do with taxes. The chief 

What is it?
A new set of rules for direct taxes proposed by 
the government. The big ideas here are lower tax 
burden, elimination of exemptions and incentives, 
and simpler processes. Worthy objectives all, but 
not always met by this Code.  

When Will it come into effect?
April 1, 2011. At present, the Code is open for 
public comments—of which, there will be a deluge 
from companies. After that, it has to be finalised 
and cleared by the government.  

What are the major proposals?
l  Cut corporate profit tax from 34% (including 

surcharge and cess) to 25% (all inclusive)
l  Change the basis of minimum alternate tax 

(MAT). Instead of 15% of book profits, it will be 
2% of gross assets for non-banking companies 
and 0.25% of gross assets for banking 
companies.

l  Even loss-making companies have to pay MAT.
l  Scrap all location-based tax exemptions and 

incentives.
l  IT commissioners can invalidate transactions 

entered into with the sole intention of claiming a 
tax benefit.

l  Losses can be carried forward for an unlimited 
period of time.

 
hoW Will it change the Way companies 
do business?
l  Most companies will pay more tax, as they are 

paying way below the current standard rate 
because of incentives.

l The new MAT will kill new asset-heavy
   businesses.
l  Economics, not incentives, will decide where 

companies set up new units.
l  Units in tax havens will review location in a sop-

free regime.

Maruti
»  Set up a taskforce in mid-2008 to be IFRS-ready 

by April 2010.
»  In phase-I, studied impact of IFRS on balance sheet 

and P&L. Align vendors in ongoing phase-II.
»  Working with Oracle to be GST-ready.
 
“the best you can do is stay 
close to whatever you know 
and be prepared to change 
based on the final shape.”
AjAy Seth, Chief finanCial OffiCer

With location-based incentives 
gone, good economics will 
determine where a factory is set up. 
Like proximity to raw materials and 
markets, and good infrastructure.
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but some occupants of seZs might be doing a rethink.
The second question is how will companies decide where to 

set up a unit? in the absence of incentives, good economics will 
drive locational decisions. so, the urge to be closer to sources of 
raw material or end markets will be greater. likewise, companies 
will prefer to be in states that offer good infrastructure and ease 
of doing business. 

nine businesses are exempt from these new rules, as they are 
considered high risk, require lumpy investments and entail a long 
gestation period. They can still claim incentives, but this is not 
linked to where they are located, but to the amount they invest. 
further, instead of tax holidays, they will be allowed to write off 
the entire investment made by them against their profits, however 
long it takes. These businesses are oil and gas, seZ developers, 
power, cold chain, warehousing, hospitals (in select areas), fruits 
and vegetables, oil pipelines and infrastructure. for the rest, it’s 
a level-playing field. 

In the last quarter, Infosys’ income 
under Indian GAAP rose 3.1% on a 
year-on-year basis. But under IFRS, 
it fell 5.1%. Similar variance was 
seen in its projections for 2009-10.

What is it?
A new basis of accounting that is more transparent, 
demanding and global. About 100 countries 
have adopted it, making comparison of financial 
statements across companies easier.  

When Will it come into effect?
India has committed to April 1, 2011. That means 
the accounts for 2010-11 will have to be IFRS-
compliant, which gives policymakers, auditors and 
companies six months to get their act together.  

What are the major proposals?
l  Basis of revenue recognition to change from 

realised sales to transfer of ownership.
l  Companies, listed and unlisted, will have to 

consolidate accounts eventually. Not just of 
their subsidiaries, but also of their associate 
companies and vendors they ‘control’.

l  ‘Fair value’ accounting—every transaction or 
entry should reflect its current market value. 
These include accounting for intangible assets, 
Esops and derivatives, among others.

l  Instead of being amortised, goodwill will be 
tested every year for loss in value.

 
hoW Will it change the Way companies 
do business?
l  The shift to IFRS could result in a wide variance 

in income and profits, impacting earnings and 
financial ratios—and therefore, share valuations 
and loan agreements.

l  Greater volatility in income and profits across 
quarters.

l  No dumping losses into subsidiaries and 
associate companies.

requirement will come down, which will increase shareholder 
returns,” says yogesh Kumar sareen, Cfo of fortis healthcare 
and a member of the Confederation of indian industry’s (Cii) 
taxation committee. 

for instance, ashok leyland, india’s second largest manufac-
turer of commercial vehicles (CVs), paid excise duty of rs 686 
crore in 2008-09. during that period, the excise duty on CVs 
was 16%. in the six months to september 2008, the company 
produced 41,233 units, but sold only 35,632 units. on the 5,601 
unsold units, the company would have paid excise. assuming an 
average selling price of rs 10 lakh per unit, 16% excise paid on 
this inventory would be around rs 90 crore. with gsT, leyland 
would not have to pay this money, lowering its working capital 
requirement by rs 90 crore. at an interest rate of 10%, that’s a 
saving of rs 9 crore a year on interest charges. 

è Economics, not incentives, 
will decide the location of new units

special industrial areas are a big draw with companies for set-
ting up new units. They give huge tax concessions like an in-
come tax holiday for 5-10 years and an excise holiday for the 
life of the unit. The new direct Tax Code puts an end to all loca-
tion-based incentives on the grounds that they create economic  
distortions and allocate/divert resources to areas without any 
competitive advantage. 

“The new rule will level the playing field, but it will also cause 
much heartburn and realignments during the transition. Profits 
will fall,” says yogesh mathur, Cfo, moser baer. “in a capital-
constrained environment, tax holidays facilitate profit generation, 
which can be ploughed back into the business.” 

There are broadly three kinds of incentives currently in vogue. 
one, incentives in special industrial areas like baddi in himachal 
Pradesh, where a host of pharma and fmCg companies have set 
up shop. Two, export-oriented incentives, which is applicable to 
export-oriented units (eous) and special economic zones (seZs). 
Three, incentives for specific industries—for example, the soft-
ware Technology Park scheme for iT companies or the section 
80-1a tax break given to infrastructure companies. 

it raises two questions. The first is what hap-
pens to units that are already availing these 
incentives or are preparing to avail them? 
arun rawat, owner of Kanha biogenetic 
laboratories, a rs 12 crore pharma con-

tract manufacturing unit in baddi, says the reaction of promot-
ers who made commitments in the region is telling. “units had 
to start production before march 31, 2010, to claim the 10-year 
tax holiday. but all recent investments are on hold,” says rawat. 
adds ganesh raj, national leader, Policy advisory group, ernst 
& young: “in the balance of equity, some of these provisions will be 

grandfathered.” This aspect is, however, 
not stated clearly in the Code. 

also, the Code is silent on some other 
aspects. for example, it allows a 10-
year tax holiday for an seZ developer, 
but is silent on whether seZ occupants 
will get the same break. l&T is setting 
up three seZs, one of which is a ship-
building seZ in ennore, Tamil nadu. 
Part of it is intended for captive use 
and part of it will be leased out. “if we 
continue to get the tax benefits as de-
velopers, we will not be significantly 
damaged,” says r shankar raman, ex-
ecutive Vice-President-finance, l&T. 

Moser baer 
»  Photovoltaic business, which has PE investors, 

already IFRS-compliant.
»  Has set up a taskforce to study impact of IFRS.
»  Has consolidated four big operating companies, 

smaller ones to follow suit.
 
“the first big challenge is to 
identify derivative eleMents in 
our agreeMents, value theM 
and bring theM to our books.”

yogeSh MAthur, Chief finanCial OffiCer
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