I'T Won’t be all That Easy as Cos are
Not Fully Prepared for Transition

Consumer-facing cos could be ready for GST only by mid-July; take to halting supplies or billing limited stocks in June

Our Bureaus

onsumer-facing companies sell-

inggroceries, medicines, carsand

electronies could beready for the

new tax regime only by mid-July

as a significant part of their eco-
system — dealers, wholesalers and retail
stores — still lack basic IT infrastructure
and licences for the transition.

In the run-up to GST, several companies
are either halting their supplies or plan to
bill limited stock during the last week ofthe
month, a period when companies typically
pushmore products and primary shipments
tomeet quarterly sales targets.

“We have minimised production to the
bare necessity and need-based so that both
weanddealerscanliquidate in-house stock.
The focus is now fully on secondary sales
fromretailerstocustomers,” said Videocon
chiefoperating officer CM Singh.

Television and refrigerator makerssuch as
Panasonic, Godrej Appliancesand Videocon
havedecided tostopbillingto thetradefrom
June 27-28 to prepare for the migration.
Godrej Appliances business head Kamal
Nandi said companies will close transac-
tionsforthreeorfourdaysatthe monthend
totake stock and ensure asmooth transition
tothe GSTregime. “Wearealsosupporting
the dealers with helpdesk and trainingpro-
grammes,” hesaid.

Consumer companies have said that de-
stocking of inventory is occurring across
trade channels as the date of GST imple-
mentation drawscloser. Hindustan Unilever
sald at arecent analyst meet that growth is
likely to be impacted by temporary thinning
oftrade pipelines, butthe company willcom-
pensate customers appropriately.

“Stock blackout could happen for few days
buteventhatisnotcertain. Thebiggest wor-

ryislack ofclarity on saleschannel and we
estimate at least half of FMCG trade to be
unprepared for GST now,” said B Krishna
Rao, deputy marketing manager at Parle
Products.

Mostfood, home and personalcare catego-
ries, including biscuits, toothpaste, soaps
and hair oil, will betaxed at 18% under GST
compared with about 22% in the current
indirect tax structure of excise duty and
value-added tax (VAT).

However, detergents, shampoos and skin-
careitemswillbe taxed higherat28%.GST
laws include an anti-profiteering clause re-
quiring companiesto passon the benefits of
lower taxes to consumers.

Some companies have pauseddaily opera-
tions to shift focuson GST.

“Wehavestoppedall ourbusinessandare
runningbehind collecting C forms and some
states have not issued them vet. Stockists
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do not want to pick up any stocks too. Lot of
ours drugs are manufactured on contrac-
tual basisand we need to transfer all thisto
our mother warehouse before 30th Juneand
transfer itback totheloan licenceaccount,”
sald Dharmesh Shah, MD at BDR Pharma.

To counter destocking by distributors,
most companies across sectors are offering
higher commissions to push the stocks be-
fore July 1.

Majorautocompanies have assureddealers
offinancial support to offset losses incurred
onunsold vehicles during the transition.

Anurag Mehrotra, managing director of
Ford India, said, “Wedoanticipateadropin
industry wholesales with industryfocusing
on liguidating inventory to avoid tax credit
implicationsfordealers post-GST implemen-
tation.”

Lack of input credit on vehicles, which are
morethanayearinstock, would alsotrigger
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distresssales.

Toyota Kirloskar Motor hasdecided to low-
erthe volume ofvehiclessold todealersthis
month. “Thisstrategy hasbeen undertaken
toensure that there isminimum burden on
our dealer partners and they can focus on
clearing the existing stocks at the dealer-
ships,” said N Raja, senior vice-president
and director (sales & marketing) at Toyota
Kirloskar Motor (TKM).

Besides, while the government has made
provisions for refunding excise duty on un-
sold stocks beyond July 1, there is no such
relief for central sales tax, infra cess and
national calamity contingent duty. The
loss on non-credit of tax (CST, NCCD, infra
cess) amounts to 3-7% of the cost of a vehi-
cle. Asperindustryestimates, thereare over
300,000 unsold vehicles across the country.

Analysts said changes in inventory levels
cansignificantly skew quarterly numbers,
maskingreal consumption growth. Staples
have 30-90 days of channel inventory and
stock changes can severely skew growth.

There will be a reduction in stock levels
in the first quarter and the second quarter
willseeaboost with weaknessin wholesales,
while the third quarter may be affected by
demonetisation in the year-ago period,
Credit Suisse said ina recent report. It said
the extent of channel inventory and whole-
salemixvariesacross companiesand it will
be hard to gauge real growth trends for the
nextthree quarters.

However, some companies disagree.

“Therewillundoubtedly bea period of ad-
justment in terms of the inventory pipeline
asthevariouschannel partnersadjusttothe
new requirements. This will impact short-
term primary and secondaryreportedsales
growth by the FMCG players. However, that
should not really impact end-consumer de-
mand,” said Vivek Gambhir, MD at Godrej
Consumer Products.



