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MSMEs seek exemption from audits 
for firms below ~5 crore turnover

CBIC breaks down GST 
structure for vouchers
Vouchers until redeemed won’t be construed as supply of goods or services

HARSH KUMAR 

New Delhi, 1 January 

Industry bodies representing 
micro, small, and medium enter-
prises (MSMEs) have asked the 
government to exempt MSMEs 
with turnovers below ~5 crore from 
unnecessary audits and inspec-
tions unless major discrepancies 
are detected. 

The India SME Forum, an 
organisation representing over 
98,200 MSMEs as direct paid mem-
bers, said the Budget should 
include guidelines and funding to 
train compliance officials to handle 
honest errors by MSMEs with 
leniency, promoting a supportive 
regulatory environment. 

“A comprehensive error-for-
giveness programme should be 
established in the Budget, waiving 
penalties for minor GST filing mis-
takes or delays, and providing sim-
plified reinstatement processes for 
canceled GST registrations with 
minimal fines,” it said. 

To improve the Trade 
Receivables Discounting System 
(TReDS) platform and ensure time-
ly payments to MSMEs, the India 
SME Forum recommended inte-
grating TReDS with the GST sys-
tem and the Government e-
Marketplace (GeM) portal, as 
advised by the Standing 
Committee on Finance chaired by 
Jayant Sinha. 

“An interlinked GST-TReDS-
GeM platform could automatically 
forward unpaid invoices to the 
buyer's GST portal after the stipu-
lated payment due date, which is 

15 days or 45 days in the case of a 
written agreement,” the recom-
mendation noted.  

The Federation of Indian Micro 
and Small & Medium Enterprises 
(FISME), a leading representative 
MSME body, called on the 
government to develop a 
comprehensive policy to 
address flaws in the  
current Special  
Mention Account (SMA) 
framework aimed at sup-
porting MSMEs showing 
early signs of financial 
stress. 

In its Budget recom-
mendations, FISME 
emphasised that the SMA frame-
work should go beyond merely 
identifying stressed accounts and 
suspending banking operations to 
include guidelines for reviving 
these accounts. 

 “The SMA framework, a hand-
iwork of Raghuram Rajan, has seri-
ous flaws. We are flooded with 
complaints that instead of reviving 

struggling MSMEs, the framework 
is actually leading to premature 
closures,” FISME said. 

FISME also recommended that 
banks adopt need-based financing 
as an independent approach, com-

bining need-based 
assessments with cash 
flow analysis. Asset-
heavy or high-turnover 
MSMEs often face chal-
lenges in meeting strin-
gent collateral require-
ments, limiting their 
access to credit. 
Recognising the credit-
worthiness of MSMEs 
based on timely repay-

ments and sound financial man-
agement would incentivise respon-
sible business practices.  

FISME proposed that banks sig-
nificantly reduce collateral require-
ments for such MSMEs if they 
demonstrate good conduct over a 
sufficiently long period.  

This would free up valuable 
assets for reinvestment in growth 

and expansion while promoting 
financial discipline 

For the first time, India’s serv-
ices exports have exceeded  
merchandise exports, highlighting 
the challenges faced by goods 
exporters, where MSMEs con-
tribute nearly 50 per cent. 
Adequate credit at competitive 
rates is critical for goods exporters 
to secure quality raw materials and 
inputs at international prices. 

“There is a need for the EXIM 
Bank to lend liberally to exporters, 
particularly budding exporters. 
Currently, they extend this assis-
tance only if exports constitute 
more than 10 per cent of total sales, 
which is an illogical condition. The 
EXIM Bank may be mandated to 
provide packing credit at least 
against LC-backed orders, irrespec-
tive of the percentage of exports to 
total sales. While they could  
maintain some threshold level,  
the existing condition seems  
illogical and should be revised," 
said FISME.

MONIKA YADAV 

New Delhi, 1 January 

In a recent clarification, the 
Central Board of Indirect Taxes 
and Customs (CBIC) provided 

insights into the goods and services 
tax (GST) treatment of transactions 
involving vouchers. According to the 
CBIC, vouchers can be categorised 
into two types. 

The first category 
includes prepaid 
instruments, such 
as gift cards and 
digital wallets, 
which are recog-
nised by the 
Reserve Bank of 
India (RBI). These 
vouchers are treat-
ed as ‘money’ under 
the GST framework, 
meaning transactions involv-
ing them will not be classified as eit -
her the supply of goods or services. 

The second category comprises 
non-prepaid vouchers, which do not 
qualify as prepaid instruments. 
These vouchers serve as claims to 
receive specific goods or services and 
fall under the definition of ‘actionable 
claims’. Similar to their prepaid coun-
terparts, these transactions also do 
not count as the supply of goods or 
services for GST purposes. 

The CBIC underlined that, regard-
less of the type of voucher, transac-
tions involving vouchers themselves 
will not be construed as the supply 

of goods or services. However, the 
actual goods or services that can be 
redeemed using these vouchers may 
still be subject to GST. The CBIC fur-
ther provided important guidance 
on the GST implications for trans-
actions involving vouchers distrib-
uted by distributors, sub-distribu-

tors, and age n t s.  
The CBIC out-

lined two primary 
models for voucher 
distribution: 

Principal-to-
principal basis: 
In this model, dis-
tributors buy 
vouchers from 
issuers at discount-
ed prices and sell 
them to sub-dis-
tributors, earning a 

profit from the price 
difference. Since these 

transactions do not qualify as the sup-
ply of goods or services, they will not 
be subject to GST. 
Commission/fee basis: In this 
model, distributors and agents act as 
representatives of the voucher issuer, 
providing marketing and support 
services in exchange for a commis-
sion or fee. Since these agents do not 
own the vouchers and operate under 
the issuer’s guidance, GST will apply 
to the commission or fees earned, as 
it is considered a supply of services. 

With regard to GST for additional 
services and unused vouchers, the 
CBIC said that if distributors or other 

service providers offer services like 
advertising, co-branding, or cus-
tomer support to voucher issuers, 
they can charge a service fee. This fee 
is subject to GST, meaning businesses 
must pay tax on it according to the 
applicable rates. Regarding unused 
vouchers, when vouchers go unused 
after their expiry date, known as 
breakage, the CBIC clarified that 
since these vouchers are not 
redeemed, there is no supply of goods 
or services, and therefore, the money 
from these unredeemed vouchers is 
not taxable under GST. The CBIC 
stressed that for any payment to be 
taxable, there must be a clear agree-
ment between the parties involved. 
Since no such agreement exists for 
unredeemed vouchers, businesses do 
not need to pay GST on these 
amounts. 

“The government has provided 
comprehensive clarity regarding the 
GST treatment of vouchers, address-
ing key concerns raised by trade and 
industry. It is now clarified that trans-
actions involving vouchers, whether 
as prepaid instruments or actionable 
claims, do not constitute the supply 
of goods/services and are thus not 
liable to GST. However, GST is appli-
cable to additional services related to 
vouchers, such as marketing, cus-
tomisation, or commission-based 
distribution. Similarly, unredeemed 
vouchers, or ‘breakage’, are not tax-
able as they do not constitute consid-
eration for any supply,” said Saurabh 
Agarwal, tax partner at EY.

TO   
THE 

 RUNUP

BUDGET  
2025-26

n To train compliance officials to 
handle honest MSME errors 
with leniency and establish 
an error-forgiveness program 
for minor GST mistakes 

n Seamlessly integrate TReDS 
with GST and GeM to ensure 
timely payments to MSMEs by 
automatically forwarding 
unpaid invoices to the  
buyer's GST portal 

n Develop a comprehensive 
policy to address the current 
SMA framework, focusing on 
reviving stressed MSME accounts  

n Encourage banks to consider 
need-based financing for 
MSMEs, combining need-based 
assessments with cash flow 
analysis, and reduce collateral 
requirements for asset-heavy or 
high-turnover MSMEs 

ON THE TABLE


