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[[ Abstract ]]

One of the major tax reforms after the independeafidadia is GST (Goods and
Service Tax). GST will simplify all the indirectxeby integrating all major taxes like
excise duty, service tax, VAT, Octroi etc. intoiagie tax which made the tax structure
in India much less complex increasing the easaisifness.

Introduction of GST will increase transparency asichplify the existing tax
system, hence reducing documentation cost andasicig the ease of business for
startups but it will also lead to an increase ifedfve tax rate for service providing
startups and will at least increase inflation inrsiterm. In the following paper we made
an attempt to investigate the impact of GST onltitkan startups. This paper tries to
consider all possible advantages and disadvantdd&ST on Indian startups. Further we
tried to present a detail study of the impact ofTGfarticularly on the manufacturing
startups in comparison to the previous tax system.
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I. INTRODUCTION:

Goods and service tax or GST will be one tax tzsame all taxes. It will bring in
“One nation one tax” regime. Goods and Services (G&T) is an indirect tax levied
in India on the sale of goods and services. Goodissarvices are divided into five tax
slabs for collection of tax - 0%, 5%, 12%,18% a®2Under GST, the manufacturer
pays taxes while purchasing raw materials for tioelpct. This amount can be credited to
the next reseller until the product reaches thesgorer:

Definition of GST

“GST is a tax ongoods and services with value tamdi at each stage
having comprehensive and continuous chain of sebesfefits from the producer’'s /
service provider's point up to the retailer’'s levdhere only the final consumer should
bear the tax.”

II. OBJECTIVES
* To ascertain the impact of GST on Indian startups.

Ill. HYPOTHESIS:
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Ho. The introduction of GST hgsositive impact on service sectorwith respect to the
calculation of tax liability and tax structure.

H,.The introduction of GST hassitive impact on manufacturing sector with respect to
the calculation of tax liability and tax structure.

STARTUP: MEANING

A startup company (startup orstart-up) is an entrepreneurial venture which is
typically a newly emerged, fast-growing businest #tims to meet a marketplace need
by developing a viable business model around aomvative product, service, process or
a platform.

Startups have become an important source of seiplayment and employment to
deserving unemployed youth in India. A transpareasy and simple taxation system
with less paperwork will be more beneficial forrtti@s. GST will surely impact the cost
of manufacturing or service providing by startups.

LITERATURE REVIEW:

Santosh. H. Raghavendra (2016anticipated that GST would address the issues and
empower startups under GST and enable them to fotbsisiness expansién.

JaykishanPrithiani (2017) concluded that incase of manufacturing startupsjaw tax
law increases the tax liability. But for servicesbd startups, it offers a bundle of
advantages. In the long run GST may have a positipact.

ShreyaBhardwaj(2017) believes that in the long run the positives willtweigh the
negatives of the GST regime.

Since GST has been introduced recently, very kessarch has been done in this
field. no research have been done earlier on G8dystg its impact on service and
manufacturing startups.

IV. RESEARCH METHODOLOGY:

The researchers have collected the data from secprsburces. The research paper
contains the information which has been analyzenhfthe data available on the site of
Government of India(www.gstcouncil.gov.in) Here ttechnique used is percentage
method.

WWW.0iirj.org ISSN 224-9598




Online International Interdisciplinary Researchrdal, {Bi-Monthly}, ISSN 2249-9598, Volume-09, IsstD3, May-June 2019 Issue

V. PREVIOUS TAX STRUCTURE:

Indirect Tax
Lewviesin India

Ceantral State
Lewy Lewy
I I
I - I — 1 1 I - I I 1
Service Customs Excise Duty + Central Sales Tex Entertain Taxes on
[ Excise duty . T Entry Tax Betting/
Tax Dty on Medicinal Sales Tax IMAT T Cusury Gambling
1 +BCD 1 1 1 Tax 1 1
Provision | Manufact Instzrk«a_:.t:fia Intrs | Eor::gsﬁl: Betting /
of Service ure Good Stata Entertain a tate Gambling
Imports oaos Sale of ment/ =
1 1 1 L Goods Lusxuries il 1
Fate — | 12.5% 596/12.5% | | Genarally wan
159 [waries) [waries) ) |roun anes
10% 59%/12.5% 10%6-50% 5%
[(waras) [(waras) [waries) WErES

SAMPLE STATEMENT FOR CALCULATING : PREVIOUS TAX SYSTEM

(Table no. 1)
INTRASTATE INTERSTATE INTERNATINAL
TRADE TRADE TRADE

Manufacturer Value of goods xx Value of goods xx Value of goods (1) xX
@ )
(+) excise duty | xx (+) Excise duty  xx (+) BCD XX
(+) VAT XX (+) CST XX (+) CvD XX
Value of goods xx Value of goods xx Value of goods(2) | xX
(2) (2)

Trader Value of goodsxx Value of | xx
(2) goods(2)
(+)VAT XX (+)CST XX Tax exempt XX
Value of | xx Value of goods xx
goods(3) 3)

BCD - Basic custom duty, CVD — Countervailing dtdAT — Value added tax, CST-
Central sales tax
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AFTER ESTABLISHMENT OF GST

(Table no. 2)
INTRASTATE INTERSTATE INTERNATIONAL
TRADE TRADE TRADE
Manufacturer Value of Xx Value of| xx | Value of | Xx
goods or| goods or| goods and

services (1) services (1) services (1)

(+) C-GST XX (+) I-GST xx | (+) BCD XX
(+) S-GST XX (+) I-GST XX
Value of | xx Value of| xx | Value of | Xx
goods or| goods and goods or|

services (2) services (2) services (2)

DATA ANALYSIS:

A survey was conducted by localcircles.com amon8s300+ startups to find out the
difficulties faced by them. More than 2500 respendeom across the country,
highlighted the issues startups faces. The questioch was asked in this survey and the
data collected is presented below (table no.3).dD@600 respondents 41% revealed that
GST has a negative impact, whereas only 31% sthtdit has a positive impact on
Indian startup$.

* As a startup, what has been the impact of GST on yo business?

(Table no. 3)
Sr. No. Parameter No. of responses Percentage
1. Positive 785 31%
2. Negative 1038 41%
3. Neutral 709 28%
Total 2532 100%
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Impact Of GST

28%

M Positive
B Negative
Neutral
Note: The above Pie chart is based on table r
Source: https://www.localcircles.com/a/press/page/startL-challenges-in-

india#.Wnqg-LaiwblU
VI. IMPACT OF ON MA NUFACTURING STARTUPS:

Manufacturing sector will face consequences, urberprevious tax structure: exc
laws, only manufacturing business with a turnoveemthan Rs.1.50 cr. has to g
excise. After GST, it has been reduced to Rs.20sldkusincreasing the tax burdenfor
many startups with the only respite being compasischemGST also implemented
lot of paper work for startups. Young entrepreneur fadifficulty in the registration

for GSTIN number without which they cannot validéteir bill. Some were not able f
understand the whole process of GS which was felt as one the major obstacle in
process of taxation.

VII. IMPACT OF GST ON SERVICE STARTUPS:

Double taxation was affecting many service prosdétarlier, the works contract w
complex, and this took a toll on many people. Hére,transfer of goods is a part of
service contract. This means that every invoicethawalue of the goods us as well as
the services supplied. These two attract a taxaa?®% each bringing the total to 14(
which is very high. After GSTthese two are considered to be o and thus taxed as
‘supply of service. The point of taxation enables us to determire tax rate and due
dates for payment of taxes. The liability to pay&I& SGST on the services shall al
at the time of supply as determined by GST prouis®

Earlier, service providers used to charge Servipe td the clients and used to pay V.
onthe goods purchase. It was not possible to takef6®AT against Service Tax. Bl
in GST regime, you pay GST on both sales and pseshand hencit's easy to
claim input tax credion that.For instance in case of manufacturer. The tax tpde on
the final product is INR 650. The purchase tax gaidNR 500. The input credit yc
claim is INR 500 and the final taxes you will pgayNR 150
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VIII IMPACT OF GST ON REAL ESTATE INDUSTRY

Sale or transfer of immovable property is outside purview of GST, however, on
procurement of materials for civil construction G®ill be applicable and ITC of the
same is not admissible. Inadmissibility of ITC miaypact negatively. Hopefully, this
issue will be addressed appropriately while dewctarihe final law. Stamp duty will
continue. Work contract for commissioning of mowabl immovable property shall be
supply of service. Renting, leasing, licence toupgcland and building will also be
supply of service. Where consideration has beesived for construction of a complex
or building or civil structure is without gettingertificate from competent authority it
shall be supply of service. The impact on serves#t® depends on the GST rate vis-a-vis
current rate of service tax

IX IMPACT OF GST ON TRANSPORTATION INDUSTRY

Trucks in India drive just one third of the trudksUS (280 mms vs. 800 kms), on top of
that, only about 40% of total travel time is spentdriving, major time is consumed at
check points and other official stoppages. A recents indicate that Road Transport and
Highway ministry is considering overhaul of arou8d border check post across the
country to ensure seamless flow of goods under &gime. Thus, ensure eliminating
check points delays, higher moving time of wheeld &wer transit time which will
certainly boost the business, reduce inventoryihgldequirements, transportations cost
and better asset utilisation. Distribution and Waresing patterns will improve. Impact is
going to be positive on this count

X IMPACT OF GST ON PHARMA INDUSTRY

Impact on Pharma sector will largely depend on rte of proposed GST vis-a-vis
current rates of indirect taxes. Pharma sectorrgéiydnave an inverted duty structure i.e.
excise duty on raw material is around 12.5% wheogafinished goods it is around 6-
7%, this results in accumulation of refund duesnfrgovernment. Sector is hopeful of
making refund process fast and simple, this couplgd savings in warehousing and
logistics cost may anticipate a positive impact.

XI IMPACT OF GST ON TEXTILES INDUSTRY

Currently, the domestic cotton based industry issabject to excise duty and on branded
readymade garments with MRP> Rs. 1000 excise du2y4 with abatement rate of 40%
(without Cen vat) or 12.5% (with Cen vat). Howeveranmade fibre sector attracts a
regular duty structure (with Cen vat). It is to been whether lower GST rates are
declared for this sector, failing which this seattay have a negative impact.

XII IMPACT OF GST ON FMCG SECTOR

FMCG products have a general excise duty rate &f g@r cent and a VAT at around the
same level. As standard GST rate is expected tovier than this, which if passed on to
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the consumer will have a positive impact on thist@e At the same time, FMCG
companies will save on logistics costs.

Xl IMPACT OF GST ON SERVICES SECTOR

Services sector in India is a rapidly growing seetied significantly contributing to fiscal
revenues. As indicated so far, that the standart A& would be 18-20%, as compared
to the current 15% service tax including cesses tthe services viz. IT, telecom,
banking, insurance, etc. may witness negative inghae to increased cost of services.

XIV OVERALL IMPACT ON INDIAN ECONOMY

One market —The trade of country will be converted into one kedras compared to
numerous markets due to different tax structuresireral states as of now.

Inflation — There is a general perception that GST would drflationary effect in the
near term because producers will increase the ifa@ST rate is higher, but refrain from
passing on to customer if it is lower, consequertiyationary effect may be there.

Exports —With lower logistics cost, full offset of ITC an@amless flow of goods cost,
efficiencies will be achieved and Indian productad be more competitive.

States having higher consumption to benefit

The pattern of consumption will be the criteria fwcrual of tax revenues to states.
Accordingly, the tax collection will go the statesving higher consumption as compared
to the present system of collection by manufactusitates.

To conclude, although initial teething troublesivaé there in transition phase and few
sectors may face the challenges, neverthelesdgetiree of positive impact is much more
than challenges. IT driven taxation regime, lessanual intervention of tax authorities,

positive effect on so many sectors and uniformstaxcture may witness increase in GDP
for Indian economy.

GST which is likely to be inflationary would hit pele in the lower income group

hardest as they currently pay little or no incomm& at all. However, a number of

consideration suggest that the impact would be mabele Sales tax and service tax
component are already hidden in the prices of@tmodities and basic items would be
largely exempted from GST. Other necessities sscfual and power, public transport

and medical care are concerned, there is sufficlraidy. Government need to intervene
to ensure that the poor is protecting from GSTatffe
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TAX CALCULATION AFTER ESTABLISHMENT OF GST

(Table no.4)
Service startup Intrastate trade Interstate trade | nterrational trade
Service provider Value agfxx | Value of| xx | Value of | Xx
goods (1) goods (1) goods (1)
(+)  Service| xx | (+) Service| xx | (+)  Service| Xx
Tax Tax tax
Value of | xx | Value of| xx | Value of | Xx
goods (2) goods (2) goods (2)

XV. CONCLUSION:

After the detail study of the impacts of the pramisof GST on the startups in India, we

can conclude that GST has relatively more positmpact on the startups of service

sectors as compared to that of startups of manufagt sectors. The research paper
concludes that as GST has not been established etetypts further effects can be only

anticipated and in future it may have negativeasifive impact on the startups and other
industries of the Indian economy.

XVI  SUGGESTIONS:

e awareness campaign must be held all over Indiardegathe changes in tax
system; accordingly the Indian startups should amsike some efforts to gain
knowledge in this regard.

» Registration procedures can be simplified.
XVIlI  LIMITATIONS:

The study is limited to only manufacturing, indiesdr and service sector of startups due
to time constrains.

XVIll  SCOPE OF FURTHER STUDY:

The study can be taken up to cover the issues fagether sectors of startups and after
the completion of this financial year there is e for collection of primary data in this
regard.
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