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Making your High tech Supply Chain GST ready
 By Shreyas Malkan
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Logistics costs accounts for 13% of India’s GDP as compared to 7% in US and
 6% in UK.
 Root causes for this huge difference are
 1) Sub optimal supply Chain network due to current taxation policy
 2) Poor logistics infrastructure
 The impending implementation of GST is an once in lifetime opportunity to
 redesign your Supply Chain.
 Lets make the best of it.!
 India’s high logistics costs
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Blog in Canadian website ’Kinaxis’ India’s election result day.
 Mody’s party wins elections, India to be back on high growth track“MIST” to become “MISTI” !
 Shreyas Malkan May 19, 2014 2:39 PM The results of the elections in the world’s largest democracy are out. Narendra Mody's BJP has had a thumping win. With “Narendra Modi’ as PM, India is likely to be back in the high growth league and it won't be a surprise if Goldman Sachs which made "BRICS" famous earlier is now forced to think about changing "MIST"(Mexico, Indonesia, South Korea & Turkey) to "MISTI"(the additional I for India).
 Takeaways for Supply Chain1) GST bill likely to be introduced soon
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
 https://community.kinaxis.com/people/shreyas27
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GST Rates - Global Scenario
 Country Rate ( % ) Country Rate ( % ) Country Rate ( % )
 Austria 20 Greece 18 Poland 22
 Argentina 21 Ireland 21 Romania 19
 Australia 10 Italy 20 Spain 16
 Belgium 21 Indonesia 10 Sweden 25
 Barbados 15 Japan 5 Switzerland 7.6
 Canada 7 Luxembourg 15 South Africa 14
 China 16 Latvia 18 UK 17.5
 Columbia 16 Mexico 15 Zambia 17.5
 Denmark 25 Maldova 20
 France 19.6 Norway 25
 Finland 22 Netherlands 19
 Germany 16 Portugal 19
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1. Uniform - GST simplifies the current complex tax structure by application of a single uniform rate to all goods and services across all states/UT’s.
 2. DUAL GST - Keeping in line with the governance structure of the country GST would be levied simultaneous by the Centre and State (CGST and SGST respectively).
 3. Removes Cascading - GST is expected to remove the cascading effect of taxes by moving to
 1. A common tax base and subsuming various state and central indirect taxes into Central Goods and Service Tax (CGST) and State Goods and Service Tax (SGST).
 2. To a largely unified value added system of taxation levied at every point of the supply chain providing for credit for any / all taxes paid previously.
 4. Destination based - It marks the transition from an existing origin-based taxation regime to a destination-based taxation regime.
 What is GST – Goods and Services Tax
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Taxes subsumed in GST
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Proposed implementation of GST - Biggest, Latest and the Best tax reforms
 Highlights of the possible GST tax structure are:Dual GST for centre and states, Integrated GST (IGST) on interstate transactionsFree credit flow-No cross credit for Central GST (CGST) & State GST (SGST)Refund of unutilized accumulated ITC (input tax credit)Between 12% to 20% in year 1, 12% to 18% in year 2, 16% in third year
 - Companies have established warehouses in most states - Transact on “stock transfer” as a way to nullify CST paid on interstate sales. -- Post GST many of these locations will not be required
 See Case StudiesSee illustrations to better understand the impact of GST on your supply chain
 Case1: Desired delivery within 3 days, single plants / warehouse Case 2: Desired delivery within 1 day Case 3: Delivery up to 7 days acceptable. Multiple warehouse shall continue
 Post GST – Need for Network Design
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Comparative Taxes -Pre vs Post GST
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• Larger warehouses & more efficient bigger trucks.
 • The optimization and rationalization of Supply chains of a firm
 • Will provide a competitive advantage to the business through better service and faster turnaround times at lower costs.
 • Organizations will now be able to explore different distribution models
 • Move away from traditional C&F and distributor based models currently adopted.
 • This will lead to logistics and distribution to evolve more strongly as a competitive advantage.
 • Thus GST offers a great opportunity to revisit your Supply Chain & Distribution strategy, and identify what is required to become GST ready.
 GST Impact
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Company wise Expected Scenario - No of warehouses to be cut from
 45 to 36 –HUL (FMCG)38 to 7 - RCOM (Telecom25 to 5/1 - (Hitec)
 No. of Warehouse locations - Post GST
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Are you GST ready? Take the test.
 1. Number of manufacturing locations decided-Y/N?2. Decided which products to be manufacture at each plant-Y/N?3. Have decided regarding shifting/expanding/removing existing facilities-Y/N?4. Decided whether contract manufacturing or self manufacturing-Y/N?5. Have decided the impact of competition and manufacturing strategy-Y/N ?6. Decided DC’s which are required and markets and products they serve-Y/N ?7. Decided location for the new regional DC-Y/N?8. Decided whether you need a Factory DC-Y/N?9. Decided whether Direct shipments or stock transfers-Y/N?10. Decided stratergy for the right logistics partners-Y/N?11. Decided which warehouse to consolidate-Y/N?12. Decided current and future demand clusters-Y/N?13. Decided design for logistics network to best serve new geographies-Y/N?14. Decided wheter to re-price the products-Y/N?15. Have considered change in working capital requirements-Y/N?16. Decided wheter to own the warehouse or to lease it-Y/N?17. Decided whether to self manage or outsource -Y/N?
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Those who move early are likely to gain an advantage on cost and service levels over their competitors and deliver a better value proposition to the customer.
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GST Structure
 Services State A
 SGST(5%)+CGST(6%) Exports
 Import State A
 Factory Sate A
 Factory Warehouse
 State A
 Retailer
 CST(2%)
 Retailer
 SGST-State A (5%)+CGST(6%)
 Full Credit
 SGST-State A (5%)+CGST(6%) Full Credit
 SGST-State B (5%)+CGST(6%) Full Credit
 IGST(11%)-Credit of (SGST+CGST+IGST)
 Custom(100%)+SGST(5%)++CGST(6%)
 SGST(5%)+CGST(6%)- Full credit of (CGST+SGST+IGST)
 • GSTeliminates cascading of most of the central & state taxes• Interstate and Intra state transactions have same tax liability
 SGST(5%)+CGST(6%)
 Supplier State A
 Supplier State B
 Regional WH State A
 CFA State A
 Distributor State A
 DistributorState A
 SGST(5%)+CGST(6%)- Full Credit
 • Tax % mentioned are forecast• PoE - Port of Entry
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Assumptions:•Excise rate 10%, VAT 12.5%, CST 2%, GST 16%
 •Stock movements from manufacturing location to warehouses is treated as a stock
 transfer (ownership doesn’t change)
 •From warehouses to WDs (wholesale dealer) ownership changes
 •Vendor & Manufacturing unit in Karnataka state, WD (wholesale dealer in Tamil Nadu
 state)
 •There are two warehouses-one in Karnataka & one in Tamil Nadu
 •Value wise margins for different echelons are kept same
 Scenarios:•Scenario 1-Pre GST & Interstate sale happens during ownership change•Scenario 2-Pre GST & Interstate stock transfer and then sales happening•Scenario 3-Post GST & Interstate sale happens during ownership change•Scenario 4-Post GST & Interstate stock transfer and then sales happening
 Pricing and Taxation – Pre-Post GST Comparisions
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Post-GST scenario the net tax paid will be less which reduces the price of the products.
 The three scenarios should be analysed with other costs added such as inventory cost, primary and secondary freight cost. The decision should also be based upon the degree of service levels achieved and responsiveness.
 A way to move Summary:
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