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A land of paradoxes, India is 
home to the fastest grow-

ing economy in the world, at 
the forefront of IT and new glo-
bal advancements, and yet also 
home to massive poverty. In In-
dia, Small and Medium Enter-
prises have been at the front of 
India’s phenomenal growth sto-
ry. With an incredible 48 million 
SMEs, India’s ranks second only 
to China. These SMEs contribute 
to 17% of India’s GDP.
SMEs have always been impor-
tant for India’s economy, so much 
so that India has a dedicated min-
istry that looks after the concerns 
of micro, small and medium en-
terprises. The country’s 1.3 mil-
lion SMEs account for 36% of 
India’s total exports. SMEs em-
ploy 40% of India’s workforce 
and contribute to 45% of India’s 
manufacturing output and to In-
dia’s phenomenal exports out-
side the country.
 
Revision of the Companies Act 
To further involve the SMEs in In-
dia’s social and economic growth, 
there has been a revision of the 
Companies Act, Section 135 in-
corporating CSR (Corporate So-
cial Responsibility) as a mandate. 
With the passage of the Com-
panies Act, 2013, CSR has to be 
heeded with even greater rigor. 
Under the Companies Act, 2013, 
any company having a net worth 
of $20 million or more or revenue 
of $200 million crore or more or 
a net profit of $1 million or more 
must spend 2% of its net profits 
in this fiscal year on CSR activi-

ties. CSR is not new in India, but 
the rules that came into effect 1 
April 2014 bring more companies 
into the fold.  

Why is CSR important? 
SMEs are being included by this 
mandate not just because it’s 
required. The new generation 
of entrepreneurs realizes that 
it truly is in their interest to im-
plement a CSR policy. UNIDO’s 
website explains the opportunity 
clearly when it says, “A properly 
implemented CSR concept can 
bring a variety of competitive 
advantages ...”
In addition, SMEs face new chal-
lenges. Their margins are being 
squeezed as transnationals and 
large corporations are integrat-
ing backwards and forward to 
sustain their market leadership 
and to create better value propo-
sitions for their customers. That 
is why this mandate will help, as 
it forces SMEs to focus on en-
hanced processes and to look at 
collaboration among each other 
and create processes that attract 
talent and support incubation of 
new products. 
The increasing demands that 
international partners are also 
making of their SME partners as 
a part of their own CSR compli-
ance is also putting CSR higher 
on their agendas. Big companies 
increasingly work with SMEs as 
suppliers and even co-innovators. 
When large companies are com-
mitted to CSR, it is essential that 
their partner companies follow 
the same principles. 

The key issue is how SMEs can 
be encouraged to invest the time 
and resources to comply with 
the requirements of CSR. So far, 
good leadership in companies is a 
potential driving force for imple-
menting CSR. While there can be 
costs involved in adapting compa-
ny operations to the CSR require-
ments of sustainable production, 
it requires both the vision and 
perception of top management 
to appreciate the good mid- to 
long-term business sense of fully 
embracing the principles of CSR.

Key issues of implementation 
by SMEs in India 
SMEs in India have participated 
in CSR activities but these efforts 
have not been optimally deliv-
ered. The reasons are many – CSR 
has been limited to philanthropy 
depending on the whims of the 
owner. Fluctuations in profit al-
so create issues in planning CSR 
activities, and limited human re-
sources is another key issue. The 
inability to make long-term plans 
is also an issue as SMEs tend to 
focus on short-term activities 
with lower operational costs. A 
survey conducted by UNIDO in 
2008 of five SME clusters in India 
found that 31% to 79% of these 
SMEs preferred charity donations 
rather than long-term programs 
for local communities.
What SMEs need to be made 
aware of is that CSR is the only 
way the company can achieve a 
balance of economic, environ-
mental and social goals. As a 
part of our movement to help 
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“The new generation of entrepreneurs realizes that it truly is in their interest to  
implement a CSR policy because of the competitive advantages it brings.”
Dheeraj Rathi, Managing Director of ECOVIS RKCA, India 
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India achieve its dreams, we at 
ECOVIS RKCA believe that each 
company big or small takes on 
responsibility for social, educa-
tional and environmental con-
cerns. 

FACILITATION OF ISO 26000 – 
ISO Standard for CSR
That is why ECOVIS is hand-
holding partners into getting an 
ISO 26000:2010 implementa-
tion. This provides guidance and 
helps clarify what social respon-
sibility is, helps businesses and 
organizations translate principles 
into effective actions and shares 
best practices relating to social 
responsibility on a global scale. It 
is aimed at all types of organiza-
tions regardless of their activity, 
size or location.
The standard was launched in 
2010 following five years of 
negotiations between many 
stakeholders across the world. 
Representatives from govern-
ment, NGOs, industry, consumer 
groups and labor organizations 
around the world were involved 
in its development.
Knowledge of ISO 26000 can be 
an efficient way to recognize im-
portant issues and set priorities in 
CSR. The standard mainly covers 
the economic, environmental and 
social impacts to be addressed by 
organizations. Each subject, if not 
necessarily every issue, has some 
relevance to each organization.
ISO 26000 addresses 7 core sub-
jects: (i) Organizational Govern-
ance, (ii) Human Rights, (iii) Labor 
Practices, (iv) The Environment, 

(v) Fair Operating Practices, (vi) 
Consumer Issues, and (vii) Com-
munity Involvement and Develop-
ment. Economic aspects, those of 
health and safety and the value 
chain are processed through the 
7 core subjects, as appropriate.
CSR training should make ISO 
26000 accessible to SMEs in or-
der to facilitate the integration of 
CSR strategies within the overall 
company strategy.
That is why ECOVIS helps SMEs in
1) collaborating to create an al-

liance of interested SMEs. In-
volvement of the cluster as-
sociation will ensure that local 
priorities are given due consid-
eration while developing CSR 
programs. The alliance should 
then form a steering commit-
tee with the representatives 
from each SME to study is-
sues. 

2) Implementing the concept on
 Operationalizing institu-
tional mechanisms

 Contracting
 Budgeting and payments
 Monitoring
 Impact measurement
 Project development

CSR goes to the core
Corporate Social Responsibility is 
not a “bolt-on” to how business 
is run. It goes to the core of how 
business does business: how it 
sources, manufactures, markets 
and how it engages its stakehold-
ers and the wider environment.
ECOVIS is currently working with 
differently sized SMEs on taxa-
tion, auditing, law, accounting, 

finance and systems consulting.
I t is only by recognizing the risks 
which may threaten its existence 
that makes it possible for a com-
pany to adopt the appropriate 
countermeasures to deal with 
these risks. 
The prime focus should not be on 
a complete overhaul of the man-
agement approach hitherto, nor 
on establishing another admin-
istrative department. Instead, it 
is preferable to develop a struc-
tured procedure for all the ac-
tions and functions relevant to 
the recognition and handling of 
risks, the elements of which of 
course already exist within the 
management body as a whole 
but not in a compact and struc-
tured manner.

High-quality risk 
management 
Experience shows that the regu-
lar and structured analysis of the 
company-specific risk situation 
noticeably improves the quality 
and reliability of short- and long-
term planning. High-quality risk 
management is the ideal tool for 
achieving competitive advantag-
es, ensuring the organizationally 
independent continuance of the 
company, and, finally, protecting 
the company’s own assets. 
By, on the one hand, further  
developing existing rules, and, 
on the other, learning the les-
sons taught in times of crisis, a  
reasonable division of tasks which 
can be absorbed smoothly into 
the project risk management as a 
whole has proven to be effective.
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The strategy
Wooing India’s young voters, 
who formed the largest group of 
new voters in the general elec-
tions of 2014. 50% of the 1.25 
billion population of India were 
in their early 20s! India currently 
has 91 million Internet users. 
The plan: Raise the coolness fac-
tor of voting and influence young 
voters via sharing, tweeting, Fa-
cebook, YouTube, SlideShare and 
more.

The edge
Capitalizing on how little other 
political parties – especially the 
ruling party of 10 years – used 
social media, a 60-member cell 
in Narendra Modi’s campaign 
unit worked for 5 months to en-
gage young voters. 

The outcome
18.1 million Likes on Narendra 
Modi’s Facebook page, sec-
ond only to Obama at 40 mil-
lion Likes. Modi, however, has a 
greater growth rate on Facebook 
(1.171%) compared to Obama’s 
0.3%. He became the 6th most 
popular world leader on Twitter. 
His victory message: “India has 

won. Good days are ahead,” 
was retweeted 69,000 times. 
2.2 million volunteers enlisted 
for his campaign via social me-
dia, and studies estimate that 
40% of India’s election out-
come was impacted by the so-
cial media buzz!

Analyst Speak
“The social media effect was 
huge for the BJP. … They really 

understood that social media is 
an extended version of the cam-
paign trail”: Michael Kugelman, 
a senior program associate for 
South and Southeast Asia at the 
Woodrow Wilson Center.

The way ahead
“Modi will use social media ac-
tively for crowdsourcing of ideas 
and seeking inputs on policies. 
He is using it as a participative 

tool:” Arvind Gupta, head of 
BJP’s information technology 
cell.

The near future
Analysts say that by 2019 general 
elections in India, social media 
will have a 60% impact on voters

Conclusion 
The valuation of companies like 
WhatsApp or Facebook needs to 
include the impact these compa-
nies can have on global events.

Compiled by Dheeraj Rathi, Man-
aging Director of Ecovis RKCA, 
India, who’s simply blown away 
by the dedication of India’s cur-
rent PM Narendra Modi. “Today, 
be it in business or politics, you 
ignore social media at your own 
peril.” Reach out to him at dheer-
aj.rathi@ecovis.com
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“Social media played an important role in the election of the new Indian PM –  
today, in business or in politics, you ignore them at your own peril.” 
Dheeraj Rathi, Managing Director of ECOVIS RKCA, India
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“The 2014 Australian budget is a tough one, with both expenditure cuts and  
higher taxes, but it’s been panned as lacking any long-term vision or strategy.”
Scott Hogan-Smith, Associate, Ecovis Clark Jacobs, Sydney, Australia 

O ne of the Abbott Govern-
ment’s campaign slogans 

was to ensure Australia was once 
again “open for business,” and 
with its first budget of May 13, it 
has begun to deliver on this prom-
ise while putting its stamp on 
Australia’s Government finances. 
As was expected the budget was 
a tough one, with both expendi-
ture cuts and taxation rises, but it 
has also been widely panned as 
lacking any long-term vision or 
strategy for Australia. More con-
troversially, the budget contained 
some deeply unpopular policies 
that had not been part of the 
Government’s election platform. 
Considering that the Govern-
ment, when in opposition, ran a 
highly successful campaign based 
on the former Government’s re-
versal of an election commitment 
never to introduce a Carbon Tax, 
breaking an election promise is a 
very bold thing to do. But what is 
really in the budget and how will 
it impact businesses in Australia?

The budget at a glance

Overall the budget reflects the 
current economic situation Aus-
tralia finds itself in, with low in-
flation, low unemployment and 
steady economic growth. The end 
of the resource boom in West-
ern Australia and Queensland 

has meant a fall in large project 
investment which has only been 
partially offset by the much larger 
quantity of resources being ex-
ported and increased house-
hold consumption thanks to 
low interest rates. This is the 
primary reason why the un-
employment rate, although 
still quite low, has actually 
risen from 5.6% in 2012-
13 to the forecast 6.25% in 
2014-15.

Major budget announce-
ments affecting business
The Government has made it 
clear that this budget is not 
an attempt to reform our tax-
ation or financial system. The 
financial system enquiry along 
with the proposed tax white pa-
per pro cess are the Government’s 
preferred methods for addressing 
both of these. However a number 
of announcements were made 
on budget night. 

Update on other measures
The Government is also making 

progress on resolving the 
significant number of an-
nounced but unenacted 
taxation measures, and 
the budget contains an-
nouncements on some 
measures including those 

on the exempt income of chari-
ties, multiple entry consolidated 
groups and the principal asset 
test and foreign residents. How-
ever, we note that none of these 
have formal legislation before the 
Parliament so we are not yet sure  

 

o n 
the final 
details of the Government’s pro-
posal. The Government has also 
not been able to pass legislation 
for the Minerals Resource Rent 
Tax or the Carbon Tax through 
the Senate. These measures con-
tain a large number of tax-re-
lated changes which are now in 
limbo with minor parties in the 
Senate, which hold the balance 
of power, refusing to pass the 
legislation. Overall, while there 
are some positive outcomes for 
businesses in the budget, there 
are a significant number of sub-
stantial changes to the taxation 
landscape which are, at the mo-
ment, unfinished. This creates a 
level of uncertainty for business 
which the Government needs to 
move quickly to remove. 

AuSTRAlIA
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Forecast underlying deficit $29.8 bn

Forecast economic growth 3  %

Forecast inflation 2,25 %

Forecast unemployment 6,25 %
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“Since VAT requirements differ from country to country it is sensible to seek expert 
advice on the VAT situation before commencing transactions with another country.”
Ann-Christin Büscher, Certified International Tax Adviser, Tax Consultant, ECOVIS KSO, Dusseldorf, Germany

G rowing numbers of busi-
nesses are taking the 

plunge and offering their goods 
and services for sale on markets 
abroad. This means, of course, 
that small firms in particular are 
increasingly having to deal with 
issues involving international fis-
cal considerations. Unfortunately, 
they often first become aware of 
the pitfalls when they attract the 
attention of foreign financial au-
thorities if they have infringed fis-
cal regulations in the country they 
have exported to. In the case of 
particularly types of transactions 
involving VAT, this may even hap-
pen to foreign enterprises sup-
plying goods or services without 
a subsidiary or permanent estab-
lishment in the foreign country to 
perform the transaction. 
It is such problems which prompt-
ed Ecovis to investigate the is-
sue in more detail by addressing 
the following questions to the 
firms which are partners in its 
international network: “When 
do foreign suppliers and service 
providers have to pay VAT in the 
country to which they are export-
ing goods or services and when 
do they have to register with the 
local finance authorities? And 
what are the consequences if 
they do not fulfill the VAT regu-
lations?” Partners of Ecovis in 25 
countries, ranging from Argen-
tina to Japan, participated in 
completing the questionnaire. 
In Hongkong there is no need to 
worry about VAT, because VAT is 

not raised. The answers 
to the question about 
VAT requirements in 
each of the remaining 
24 countries were many 
and varied – even with-
in the EU. It is therefore 
sensible to seek expert 
advice on the VAT situa-
tion before commencing 
transactions with anoth-
er country.

Principles of VAT registration
Though mandatory VAT regis-
tration differs from country to 
country certain general tenden-
cies can be deduced from the 
replies received. If a foreign com-
pany uses a permanent estab-
lishment or subsidiary abroad to 
execute transactions in the coun-
try to which it is exporting, this 
company or its subsidiary gener-
ally needs to be registered. Con-
versely, this does not apply if the 
foreign company acts purely as 
an entity exporting goods from 
abroad to a commercial domes-
tic customer; in this case, it is VAT 
exempt. Instead, the local fiscal 
authorities usually charge the im-
porting company VAT or import 
sales tax. 
If a supplyer delivers goods from 
one EU country to consumer cus-
tomers in another EU country the 
supplier only needs to be reg-
istered and pay VAT there if the 
total yearly turnover from those 
so called distance sales exceeds 
a certain threshold. In Cyprus, 

Italy, Latvia, Malta and Spain it is 
35,000 euros, in the United King-
dom equivalent to 88,000 euros, 
in France and Germany 100,000 
euros. The regulations are gen-
erally more complicated where 
applied to services supplied by 
foreign companies which do not 
have a subsidiary or a permanent 
establishment in the country in 
question. The conditions vary 
as to whether it is mandatory to 
pay VAT and thus be registered in 
that country.
In every second country ques-
tioned, foreign businesses need 
to apply for registration as soon 
as they start to sell goods or serv-
ices to local customers. In six of 
the 24 countries (25%) this is 
the case where a certain turno-
ver threshold is exceeded. In six 
other countries either the one 
or the other principle is applied, 
depending on the nature of the 
transaction. 
It is of interest to note that in two 
thirds of the countries even small 
businesses which do not exceed 
a certain turnover limit are VAT 
exempt. In many countries, how-
ever, this only applies to micro-

InTERnATIOnAl TAx BAROMETER 
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enterprises which have their reg-
istered offices or a subsidiary in 
that country. 

Time required for 
VAT registration 
Depending on the country in 
question, initial registration can 
take between one and about 
30 days to complete. The fast-
est, at one day after submission 
of the application complete with 
all requisite documentation, are 
the Japanese fiscal authorities. 
In Mexico, too, it normally takes 
just one day once you have an 
appointment with the tax au-
thority’s office and provided that 
all the requirements are fulfilled. 
In another six countries, regis-
tration is completed in one week 
at the most. At 30 days, the of-
ficial procedure takes longest in 
Italy, Poland, Spain and the Unit-
ed Kingdom. In Germany it de-
pends on which financial author-
ity is responsible, but normally 
everything is tied up within one 
month.  
In most of the countries (20 of 
the 24), penalties are imposed for 
late application for registration. 
There are only four exceptions: 
Australia, Croatia, New Zealand 
and Poland.

Penalties for ignoring 
VAT regulations
 If businesses do not submit their 
VAT reports and returns in due 
time, fines will be imposed in all 
24 of the countries surveyed, al-
beit at different rates. The most 
lenient tax authorities are to be 
found in Uruguay. Here the pen-
alty for the late submission of 
VAT returns is the equivalent of 
just 10 euros. In Switzerland it 
lies with the fiscal authorities to 
decide whether a penalty should 

be imposed for late submission. 
The most drastic penalties are im-
posed by the Italian fiscal author-
ities for the late submission of 
VAT reports: the penalties range 
from 120% to 240% of the VAT 
withheld. Even if the tax return 
shows that no VAT is due, a fine 
of between 258 euros and 2,065 
euros is still imposed for infringe-
ment of the deadline. 
The financial authorities in the 
24 countries questioned are al-
so implacable in the case of late 
payment of any VAT due. Most 
of the countries impose at least 
corresponding interest on ar-
rears or comparable penalties for 
late payment, and some coun-
tries also impose fines (in Luxem-

burg for example, of between 50 
euros and 5,000 euros, and in 
Latvia between 10% and 50% of 
the VAT owing). In Germany the 
late payment penalty is 1% of the 
outstanding amount of VAT ow-
ing per month or part thereof. 
Compared with its policy for late 
VAT returns, Italy is more leni-
ent with delayed VAT payments, 
the fine being a uniform 30% of 
the VAT owing once a VAT re-
port has been submitted. In both 
cases, however, the fines can be 
reduced if the tax offender pays 
any VAT due before a certain 
deadline. Nonetheless, should 
the unpaid VAT exceed 50,000 
euros, the matter is treated as a 
criminal offence.
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