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16" February is the day the Finance minister will announce the Interim Budget for the year 2009-10 to not just the
members in the House, but to a whole nation waiting with trepidation at what would be announced in order to put a
check on and prop up an economy slowly losing its steam. Industrial production indices for the past few months
haven’t been very encouraging and the <country s
unemployment, in-the-red corporate profit and loss statements, a sinking stock market, and a rocking corporate

scandal. Though this is an interim budget, it gives the Government a chance to redeem itself on its way out.

We at, SCMHRD, continuing in our tradition, present to you a cut-to-cut synopsis of the year that went by. We try to
see whether the promises made last year were kept or were they relegated to the dusty confines of the babusshelf.
The content that follows dissects 13 core sectors having the most profound impact on the economy. We hope you
enjoy reading through this Budget — Special edition of the Finalyst. Bri c k bat s ar e wel come.

mind bouquets either.

Regards

FINANCE CLUB
SCMHRD
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About SCMHRD

The Finest Residential BT School

SCMHRD was established in 1993. Ever since its inception, SCMHRD has strived to bring Indian
ethos, Management concepts and technological advances together in an effort to redefine the
management paradigm in the new age.

SCMHRD has successfully pioneered the implementation of Kaizen on campus. The practice helps in
keeping the campus clean and gives the students a feeling of ownership, inculcating in them a feeling
of belonging and camaraderie. The SCMHRD culture provides the students an environment that
allows them to think and reflect, to explore and express.

VISION
To become the Centre of Excellence for Global leadership and learning, the standards of which others
are measured by.

MISSION
To create leaders and entrepreneurs of tomorrow, their dedication to excellence, absolute.




GDP Growth

India's economy grew at 7.1 percent in fiscal 2008-09,
the slowest pace in six years and much below the
previous year's 9.0 percent, as the global slowdown
cut back demand and hurt key sectors. The real GDP
growth of India was 7.9 per cent during the first
quarter - originating the growth in agriculture,
industry and services at 3.0 per cent, 5.2 per cent and
10.2 per cent and at 7.6 per cent in the second
qguarter. The farm output growth is estimated at 2.6
percent for the full year 2008-09, compared with 4.9
percent in 2007-08, manufacturing growth is
estimated at 4.1 percent for the full year versus 8.2
percent in 2007-08 and services growth is estimated
at 9.6 percent for the year against 10.9 percent in
2007-08. The government has raised public
expenditure of Rs 9,00,000 crore through stimulus

packages, over and above Rs 7,50,000 crore

estimated in the budget for 2008-09.

Inflation

Inflation, measured by variations in the wholesale
price index (WPI) on a year-on-year basis, increased
to 11.4 per cent after the second quarter of 2008
from 7.8 per cent at end-March 2008 and 3.2 per cent
a year ago. Inflation rates have fallen to an 11 month
low, to 5.6 per cent. The recent decline in WPI
inflation was driven by decline in prices of minerals
oil, iron and steel, oilseeds, edible oils, oil cakes, raw
cotton, thus freeing up ample cash to pump into the
markets. Over the last few months the Indian

government has also drastically cut interest rates,

home loan rates and bank rates to boost the

economy, domestic consumption and real estate

markets.

Liquidity conditions were tight
throughout the year and there were continuous
injections of liquidity, with net injections ranging
from an average of Rs.8,622 crore in June 2008 to
Rs.22,560 crore in August 2008, to Rs.1,025-

90,075 crore during the later half of the year.

Interest Rates:

As a result of the financial crisis, there had been a
deduction in rates of interest by 100 basis points
and more is supposed to follow in financial year
2009. The Interest rates increased in tandem with
the money markets and rose from 6.37 per cent
in March 2008 to 8.74 per cent and 8.87 per cent
in September 2008 and further to 11.77 per cent,
before declining to 5.38 per cent and 6.04
per cent. Financing costs have increased due to
rising interest payments as well as the impact of
losses on foreign liabilities. In order to survive the
slowdown, the government had announced steps
that include reduction in excise duty by 4 per cent

and increasing public expenditure.

Index for Industrial Production

The index of industrial production (IIP) rose by 4.9
per cent during April-August 2008 as compared
with 10.0 per cent in the corresponding period
last year. Manufacturing output growth,
electricity generation and mining activity slowed
to 5.2 per cent, 2.3 per cent and 4.1 per cent,
respectively. Manufacturing activity was led by
chemicals and chemical products, beverages,
tobacco and related products, machinery and

equipments including transport equipment and

parts, which together accounted




for 89 per cent of the growth of industrial

production, despite constituting only 30 per cent of
the index in terms of weight. Financing costs have
increased due to rising interest payments as well as
the impact of losses on foreign liabilities. Moreover,
income from non-core activities was lower reflecting

subdued treasury incomes.

Money Supply

In order to ensure that inflationary pressures are not
fuelled and that the current stance of monetary policy
is not attenuated by expansionary monetary
conditions, the rate of money supply was moderated
to 17 per cent in 2008-09. This translates to a
requirement of growth in aggregate deposits in 2008-
09 to 17.5 per cent and the growth of non-food
credit, including investments in
bonds/debentures/shares of public sector

undertakings and private corporate sector to around

20 per cent.
Fiscal Deficit

The country’'s fiscal d
jumped to S$44.5 billion as the cash-strapped
government stepped up spending to stimulate a
slowing economy. India has pledged to spend an extra
1.47 trillion rupees during this financial year to
stimulate an economy hit by the global slowdown,
pay off farmers' debt, increase subsidies and raise

wages of government staff, widening the fiscal gap.

Government data showed that the federal fiscal
deficit increased to 2.18 trillion rupees in the first

nine months of 2008/09 fiscal year or 163.8 per cent

of the full-year target compared with 51.4 per cent

at the same stage in the previous year.

Until December, the government's total
expenditure stood at 5.97 trillion rupees or 79.5
per cent of the full-year target. Total receipts in
the first nine months were at 3.79 trillion rupees,
or 61.4 per cent of annual budget target, with tax

receipts at 3.1 trillion rupees.

Revenue deficit during April-December 2008 has
shot up to Rs 1,73,830 crore, which is 315 per
cent of the budget estimate of Rs 55,184 crore for
2008-09, the Ilatest data released by the

Controller General of Accounts (CGA) showed.

Going by this rate and increased pressure on

government' s finances
the Fiscal deficit for this financial year is expected

to be around 6% of t h

Trade Deficit:

Indian imports increased by 59 percent.
Cumulative value of imports for the period April-
August, 2008 was $ 1,30,364 million (Rs. 5,50,123
crore) as against S 94,664 million (Rs. 3,87,791
crore) registering a growth of 37.7 percent in
dollar terms and 41.9 percent in rupee terms over
the same period last year. The trade deficit for
April-September 2008 was estimated at $59.771
billion, which was higher than the deficit at
$39.098 billion during April- September 2007.

Kanika Kapoor
Manit Goyal
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UNION BUDGET 202809 ANNOUNCEMENTS
DIRECT TAX

(B)Short Term Capital Gain Tax Short Term
Capital Gains Tax increased from 10 % to 15%

(A). Income Tax (C)Corporate Income Tax & Corporate Surchar
Tax- No change has been affected

1 Tax Slabs o o
(D) Dividend Distribution Tax

0 Threshold of exemption from Income
Tax had been increased from 9 Parent company allowed to set off
Rs.110000 to 1,50,000/- dividend received from its subsidiary

0 For women Tax Payers, the minimum against dividend distributed by the parent

slab was changed to Rs.1,80,000/- company, provided the dividend received

0 For senior citizens, the threshold was has suffered DDT and parent company is

changed to Rs.2, 25,000/-. not s subsidiary of another company.

9 Reduction of Rs.15,000/- under Section 80D f No double taxation of dividend
of the Income Tax Act to an individual paying distribution tax

medical insurance premium of his/her parent

(E) Securities Transaction Tax
or parents.

Companies in certain businesses to enjoy 150
% deduction on any expenditure in-house
scientific research.

Weighted reduction of 125% on any payment
made to companies engaged in research and
development (for promoting outsourcing of
research).

Corporate debt instruments in demat form

and listed on recognized stock exchanges

9 STT to be treated as any other deductible
expenditure against business income

1 Levy of STT in the case of options to be
only on the option premium

9 Where the option is not exercised, the
liability will be on the seller

9 Where the option is exercised, the levy
will be on the settlement price and

liability will be on the buyer

exempted from TDS.

Upto RS.1,50,000 Nil

(F). Commodities Transaction Taxxommodities

Transaction Tax introduced on the same lines as

(Rs.1,80,000 for women and Rs.2,25,0 STT on options and futures.

for senior citizen) (G) Banking Cash Transaction FaBanking Cash

Rs.1,50,000 to Rs.3,00,000 10% Transaction Tax to be withdrawn with effect from
Rs.3,00,000 to Rs. 5,00,000 20% April 1, 2009.
Above Rs. 5,00,000 30%




Taxatiovnw

INDIRECT TAX
(A). Customs Duty

1
1

Peak Customs duty of 10% retained.

Customs duty on project imports reduced to
5% from 7.5%

Customs duty on specified life saving drugs
and on the bulk drugs used for the
manufactured of such drugs reduced from
10% to 5%

Duty on specified sports goods machinery

reduced from 7.5% to 5% and total exemption

for raw materials for sports goods.

(B). Excise Duty

)l

CENVAT for the manufacturing sector
reduced from 16% to 14% for all goods.

Excise duty on all pharmaceutical reduced
from 16% to 8%

Small cars to enjoy reduced excise duty of
12% (from 16%); for hybrid cars, excise duty

reduced from 24% to 14%.

(C). Service Tax

1

f

Four Services brought under service tax net:
0 Asset management service under
ULIP;
0 Services provided by
stock/commodity exchanges and
clearing houses;
0 Right to use goods, where VAT is not
payable;

0 Customised software.

Threshold limit of exemption for small service

providers increased from Rs.8,00,000/- per year
to Rs.10,00,000/- per year.
(D). Central Sales TaxCentral Sale tax reduced

from 3% to 2% .

EXPECTATIONS FROMIQNN BUDGET 200¢
2010

The government will unveil an interim or
temporary budget as national elections are due
by mid-May, and convention is that only the poll
winner can present a full budget in an election
year. The interim Budget may include some
indirect tax changes, but is unlikely to contain
direct tax proposals.

The interim budget is expected to open up a
Pandora’s box ai med
economy facing downturn, lure voters and
prevent job cuts in the industry. Any new tax
measures by the outgoing government are similar
to a catch 22 situation. Although the Constitution
does not restrict the outgoing government to
announce tax cuts, any tax measures by the
outgoing government may create problems for
the new government. Again if it does not propose
any tax measures it would be detrimental to the
economy which is facing economic downturn.
Direct Tax

Cess and Surcharge:

The multiple cesses levied on the income tax of
the individuals have added to the crunch in their
disposable income. For example: continuous
increase in education cess on the tax payable by

individuals is a compensation for the expenditure

that the government otherwise need to incur out



Taxatiovw

of their kitty without levying such cess. Therefore,

cess should be reduced to improve the problem at
consumption end.

As the government had given substantial relief to
individual taxpayers in the last budget, so there is
little expectations that the individual tax payers will
get any tax benefits but they can surely expect a
surcharge relief.

Corporate tax

The Indian industry has sought tax benefits like cut in
the corporate tax rate from 30% to 20%, extension of
tax holidays, to incentivize proved levels of
production in the economy and reduce
unemployment. As an immediate relief, the outgoing
government may consider the removal of surcharge
may be considered at this stage.

Minimum Alternate Tax (MAT):

It can be expected that levy of MAT on certain

industries may be rolled back to support them in this

time of economic downturn.

Fringe Benefit Tax:

Relief from payment of fringe benefit tax for
exporters is expected given the dismal condition of
Indian exports due to prevailing global recession.
Other than this it is expected that the government

will not tamper much with this tax.

Indirect Tax

Service tax

Service tax is logical, especially when services
contribute to a good 50% of GDP. But, like small-scale
units enjoy tax breaks to encourage development
shoul d be

SME’ s , ther e

home offices, to nurture entrepreneurship. It

is believed by some industry experts that some
new services will be brought under the tax net

thus widening its ambit.

Excise duty

Excise duty has already been cut by 4% in the
recent stimulus package. But exemptions from
this tax can be expected by certain industries like
textiles, infrastructure, automobiles etc to
compensate them for depreciation in rupee and

financial downturn.

Goods and Services Tax (GST)

Due to the impending introduction of GST from
April 1, 2010 it is reasonable to believe that the
excise duty and service rates will reduce from
current rates in order to ensure smooth transition

to GST

Sector specifi incentives

In the wake of economic slowdown the demand
for export oriented like gems and jewellery,
textiles etc, infrastructure and labor intensive
sectors have gone down. The interim budget
could cut certain indirect taxes like custom duties
and /or provide extension of tax holidays to

address these urgent concerns.

CONCLUSION

We expect the budget 2009-10 to be aimed at
increasing the vote bank. Besides, an outgoing
government so it is not expected to bring about

many changes in direct taxation.




Taxatiov

Whatever proposals will be made will be guided by

the facts that the tax collections this year had
dropped much below the budgeted levels, public
expenditure increased by 20% over and above the
budget estimates , industrial production contracted in
October after a gap of 15 years and even the exports
moved into the negative territory, declining for three
consecutive months since October 2008.Issues like US
recession, collapse of world financial markets, drying
up of liquidity in the financial markets will play a

major role in shaping up the budget 2009-10.

Seema Agarwal
Pratibha Chalhotra
Ity Gupta
Mridul Goyal
Hazel Gulati




INDUSTROVERVIEW

The Indian auto industry has been experiencing a
bumpy ride and the global recessionary wave has
hit the industry hard. According to the latest data
released by Society of Indian Automobile
Manufacturers, domestic car sales declined by
3.2 %,two-wheeler sales declined by 3.9 % and
commercial vehicle sales decreased by 51 % in
January 2009. The government announced a
fresh stimulus to reverse the economic slowdown
in January 2009 , taking its total revenue loss to
Rs40,000-crore and the RBI has slashed key policy
rates to pump in an additional 20000 crore Rs
into the economy. Major automakers have
welcomed the stimulus package and expect such
stimuli to continue. Overall, the outlook looks
gloomy. Let us have a look at the impact of the
earlier budget on the sector and the expected

changes in the forthcoming budget.

UNION BUDGET 202809 ANNOUNCEMENTS

9 Cutin excise duty on buses and chassis from
16% to 12%.

9 Cutin excise duty on small cars from 16% to
12%

9 Cutin excise duty on hybrid cars from 24% to
14%

9 Cutin excise duty on two and three wheelers
from 24% to 16%.

9 No changes in peak rate of customs duty

9 General CENVAT on all goods reduced from

16% to 14%.

IMPACT

The Union Budget 2008-09 proved to be a delight

for the auto industry. Leading manufacturers

Hyundai Motor India and General Motors slashed

prices by up to Rs.16,000 to pass on benefits of

the excise duty cut. However, despite the initial

cheer in the auto industry after the

announcement of the budget, there was a drastic

fall in the sales of all major automakers due to

the global recession. Cars segment saw sales of

76,221 for the half yearly as against 82,780 last

year, decline of 7.9%.Though the domestic

market sales grew marginally by 3.5 %, the

exports saw a slump of 20.2%. The only cheer in

passenger car

segment

Uv’' s, which saw a year

10.1% respectively

Sales performance for half yearly 20@®

Segment YTD YTD

2008

% yoy chg

M&HCVs 68,796 68,764 0.0
LCVs 76,944 64,095 20.0
UVs 21,684 19,697 10.1
Cars 76,221 82,780 -7.9
Total 243,645 235,336 35
domestic

Total 22,040 27,602 -20.2
exports

Total 265,685 262,938 1.0
sales




EXPECTATIONS FROMQNNBUDGET 20910

1 No reduction in Custom Duty
With duty in India ranging between 7.5% and
10%, one of the lowest as compared to the
whole of Asean and China, the Indian auto
component industry hopes not to see any
further reduction in the customs duty, as it
would add to the already robust import of
components from China.

1 Exemption from CST
Motor vehicles should be treated as capital
goods for service providers for the purpose of
obtaining central VATA credit. An appropriate
method should be introduced for exempting
from CST the capital goods that are used in
making products for exports.

 Reductionin Excise
The small cars and buses saw a reduction in
excise duty in the precious budget. A similar
reduction in the Mid size & Large car segment

would be welcome.

CONCLUSION

The main challenges for the Indian automobile
industry are to stimulate domestic demand which is
shrinking due to lack of available consumer finance,
high interest rates and high cost of fuel ,rising input
material cost and also to boost exports by launching
the Indian auto variants successfully on a global
Platform.

AmayKarambelkar

SauravJhawar




Telecomv

INDUSTROVERVIEW

The Indian telecom sector has come a long way in
achieving its dream of providing affordable and
effective communication facilities to its citizens as
envisaged in the New Telecom Policy (NTP) 1999.
With 359 million telephone subscribers today India is
the second largest telecom market in world after
China.l ndi a’s telecom stor
growing market in the world is set to lose some lustre
owing to the uncertainty surrounding the auctions for
thirdgenerat i on (3G) spectrurnm
advanced mobile telephony services such as high-

speed internet and video conferencing.

I The total FDI equity inflows in the telecom
sector from August 1991 up to July 2007
have been Rs. 20,718 crore which is 8.1 per
cent of the total FDI equity inflows into
India during the period.

I The Tele-density too reached 30.64 in the
September quarter as compared to 28.33
for the previous quarter

I The adjusted gross revenue (AGR) for the
quarter ended Sept 08 is placed at
Rs.27,357 crore as against Rs.26,990 crore
for the previous quarter

I Drastic competition among telecom
companies has led to the falling of average
revenue per user (ARPU) for GSM
subscribers to Rs.221 for the quarter ended
September 08; all India blended ARPU (per
month) for the second quarter is Rs.122 as

compared to Rs.139 for the previous

quarter.

I The wireless internet subscribers
segment witnessed a growth of 12.24
million for the quarter ended on
September 08 against 11.66 million
during the previous quarter registering

a growth of 4.9 percent

IMPACT ON THE SECTOR

 Exemption from excise duty for specified
inputs and raw materials for manufacture
of specified electronics/ IT hardware has
led to the lowering of the network cost
for telecom service providers.

i Additional duty on imported mobile
phones has made handsets expensive.

9 Imposition of service tax on Internet
telecommunication services increased its
cost and has affected the profit margins

of Telecom companies.

Reduction in customs duty on convergence
products helped establish parity between devices
used in the information/communication sector
and the entertainment sector and helped telecom
companies to reduce cost for DTH expansions

UNION BUDGET 202809 ANNOUNCEMENTS

9 Specified inputs and raw materials for
manufacture of specified electronics/ IT
hardware items have been exempted
from excise duty.

 Additional duty of 1 per cent to be levied
on imported mobile phones towards

national calamity contingency reserve



Telecomv

Countervailing duty on wireless data modem
cards with exempted by way of excise duty
exemption. These goods are already exempt
from customs duty. However, 4 per cent
additional duty of customs will be attracted.
Internet telecommunication service brought
under the service tax net.

Customs duty on convergence products to be

reduced from 10 per cent to 5 per cent.

EXPECTATIONS FROMQNNBUDGET 204510

T

Indian telecom industry is currently subject to
service tax, spectrum charges, and licence
fees including universal service obligation
fees. The states also levy additional taxes
such as octroi, VAT, levies on towers, stamp
duty and entry tax. All these eat into 30% of
their revenues. However, the telecom
industry in other developing countries like
Malaysia, Sri Lanka and Pakistan pay less than
7 percent and those in China around 3%. The
industry is hoping for the Govt. to rationalize
these multiple levis on the telecom operators.
Union Budget 2007-08 introduced a new sub-
section - 12A in section 80-IA which denies
tax holiday benefit on mergers /
amalgamations of telecom companies after
31-03-2007. This step will go against the
expansion of affordable telecom service in
India. The expansion by the telecom
operators by way of acquisitions is likely to
become tax inefficient. Telecom industry is
benefits

looking forward that these tax

hould be continued as it was before budget

Currently tax holiday benefits under Section 80
— IA are available to those who have
commenced their operations before 1.4.2005.
However to enhance viability of cellular
projects, for the new licenses issued, this period

should be extended up to 1.4.2010.

I As per Sub section 2A of Section 80 IA, a
telecom operator is entitled to 100% exemption
on taxable profits for 5 years and thereafter
30% exemption on profits of next 5 years during
the initial 15 years from the date of
commencement of commercial operation.
However, for other infrastructure sectors as
defined under section 80 IA exemption is
available to the extent of 100% for the full term
of 10 years in succession and these 10 years can
be opted from the block of 20 years. Compared
to other infrastructure sectors such as power,
the telecom sector has been growing at a much
faster pace and has significantly contributed to
economic growth. Therefore, telecom sector
should be given equal importance and should
be treated at par with other infrastructure
sectors such as power. Benefits applicable to
power should be extended to telecom as well.

 The requirement of quoting the PAN
number at the time of taking a mobile
connection, as per the Rule 114 B of the Income
Tax Act has become redundant and should be
dropped. as it is causing a hindrance to the
reach of mobile telephony to the low end

subscribers.

10



Telecomwv

 To compensate for the internal taxes, an
additional duty of customs (SAD) of 4% has
been levied on ITA bound items which
includes telecom equipment like MSC, BTS/
BSC, These are an integral part of the Cellular
Mobile Network and therefore increase in
cost of these items would translate into an
increased cost of service for the subscribers
and hence go against the objective of speedy
spread of affordable service. It should be
suitably reduced in a phased manner the way

the Central Sales Tax has been reduced.

9 Optical fibre cables are classifiable under the
Customs Tariff heading 8544 7090 and the
rate of customs duty applicable to this sub -
heading is nil. However, the Hon'ble Advance
Ruling Authority classified optical fibre cables
under 9001 1000 instead of 8544 70 90,which
is not under nil custom duty category .lIt is
against consumer interest as it will not only
increase the cost of service but will also delay
the roll-out. Custom duty should be fixed to
nil on optical fiber whatever category they

are classified.

HARVINDER$GH
DIMPLE BHAT1
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INDUSTROVERVIEW

The last decade has seen many positive developments

in the Indian banking sector.

After the reformative measures of 1991, this industry
has been undergoing major changes. Indian banks
have compared favourably on growth, asset quality
and profitability with other regional banks over the
last few years. The banking index has grown at a
compounded annual rate of over 51 per cent since
April 2001 as compared to a 27 per cent growth in the
market index for the same period.The global
meltdown is expected to have a serious impact on the
Indian Banking sector. Owing to the slowdown and
deteriorating assets, banks have been treading

cautiously.

As per RBI PSU banks in India will require an amount
of Rs 2980 billion of additional capital to maintain a
CRAR of 12 per cent by March 2010. Basel Il
implementation will attract a huge investment. By
concentrating on high profit areas like trade finance,
institutional banking, corporate and investment
banking, foreign banks have proved that they are
more profitable than their counterpart domestic

banks.

Domestic PSU banks are least active in FDI and FlI
areas and foreign banks are attracting huge foreign
investment coming to India. Post 2009 entry of new
foreign bank will further reduce the slice of such

investment for domestic bank.

As per the required standards, capital will be the main

need of the banking sector. Bank need to grow in size

of global standard, need to have robust risk ment

management practices, advanced technology,

skilled manpower and very sound marketing

practices. The domestic banks will need a lot of

human capital to handle the risk of a business.

UNION BUDGET 202809 ANNOUNCEMENTS

1.

Initial provision of Rs 1,600 crore made
for interest subvention in 2008-09.

PSU banks and regional rural banks
(RRBs) to offer debt waiver on all
agricultural loans disbursed upto March
2007 and due until the end of December
2007.

Complete debt waiver on all loans given
to small and marginal farmers. The banks
will also launch one time settlement
(OTS) scheme in respect of other farmers
for all loans that were overdue on
December 31, 2007 and which remained
unpaid until February 29, 2008. Rebate of
25 per cent against payment of the
balance of 75 per cent under OTS. The
total value of relief to be offered to
farmers is estimated at Rs 60,000 crore.
The government had advised PSU banks
and RRBs to add at least 250 rural
household accounts every year at each of
their rural and semi-urban branches.
Public sector banks have been asked to
include Indira Awas Yojana (IAY) houses
under the differential rate of interest
(DRI) scheme and lend up to Rs 20,000

per unit at an interest rate of 4 per cent.

12




5. Small and marginal farmers were relieved of all
farm loans, disbursed till March 2007 and also all
loans, which are due till December 2007 and was
unpaid till February 2008. These farm loan
waivers would be facilitated by all the concerned
Public Sector Banks and Regional Rural Banks of
India. A total of Rs 60,000 crores would be
waived-off under such scheme. The settlement of
these loan-waivers will be offered through special
type of scheme. Further, the Public Sector Banks
and Regional Rural Banks of India were also
suggested, to bring within their fold, a minimum
of 250 rural household accounts at every branch

every year.

6.The Indira Awas Yojana was brought under the
ambit of Public Sector Banks. Loan limit up to Rs
20,000 per unit at 4% interest was fixed under
differential rate of interest (DRI) scheme. The
Finance Minister also advised the Indian PSU
Banks to open 288 branches in minority districts
of India. Further, he also asked the Indian
banking industry to embrace total financial
inclusion. In another landmark decision, the
Finance Minister, Mr. P. Chidambaram said that
the Ex-banking servicemen in India would be
offered employment opportunities in the

banking sector.

7.Experts believe the impact of the decisions and
policies taken during the Union Budget of India

2008-2009 on the Indian Banking sector

The cumulative cost that will be incurred for
opening up of new Regional Rural Banks in India
may substantially increase the operating cost for
the banks. The inclusion of the Indira Awas Yojana
houses under the differential rate of interest
scheme and at 4% interest will increase the
proportion of sub-PLR lending for the concerned

banks.

EXPECTATIONS FROMQNBUDGET 2009
2010

1) Help shape a superior industry structure in a

phased manner through
and by enabling capital availability. This would
create 3-4 global sized banks controlling 35-45

per cent of the market in India; 6-8 national
banks controlling 20-25 per cent of the market; 4-
6 foreign banks with 15-20 per cent share in the
market, and the rest being specialist players

(geographical or product/ segment focused).

2)Focusst r ongl y on soci a

moving away from universal directed norms to

an explicit incentive-driven framework by
introducing credit guarantees and market
subsidiesto encourage leading public sector,
private and foreign players to leverage
technology to innovate and profitably provide
banking services to lower income and rural

markets.

13
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3) Accelerate the creation of world class supporting
infrastructure (e.g., payments, asset reconstruction
companies (ARCs), credit bureaus, back-office
utilities) to help the banking sector focus on core

activities.

4) Enable labour reforms, focusing on enriching

human capital, to help public sector and old

private banks become competitive.

PranaviShirodkar
Charul Ajmera

Jinal Avlani
Lalita Goel
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Energy and Petrolewm

INDUSTROVERVIEW

The picture of energy support to industrial growth is
mixed. On a positive note, coal production grew at 7.9
per cent during H1 2008, compared to 2.8 per cent in
the previous year 2007. The growth in the production
of natural gas also improved from 2.4 per cent to 4.8
per cent during the period. On the flip side, the
negative growth experienced in crude oil production
during H1 2007 continued in the current year. The
growth in petroleum refinery products, at 4.5 per
cent, during H1 this year, was almost half of that in H1

2007.

HAPPENINGS IN FINANCIAL YEARCEDO08

Spurt in crude prices were due to a combination of
geopolitical events and unplanned outages of some of
the oil production fields. The prices continued to
hover at historically high levels with Brent, WTI and
Dubai crude prices averaging at USS 82.8, USS 81.6
and $ US 76.5 per barrel for FY08. This reflected an
increase of 29%, 26% and 25% respectively over the

corresponding levels of FY07.

Demand for petroleum products in India grew by
6.0% from 111.7 m tonnes to 118.8 m tonnes.
Transportation fuels grew faster at over 10.0%. The
consumption of diesel, which accounts for more than
a third of the total consumption, grew at 11.1%.
Growth in petrol was at 11.2% and that of jet fuel was
at 14.1%. Demand for liqueified petroleum gas was up
by 7.5%, while sales of naphtha and kerosene

declined by 14.8% and 0.6% respectively.

OPEC"s reluctance to
and tightening of product specifications added
pressure to an already stretched refining system.
Rising costs and project delays continued to
hamper growth .in new refinery capacity
additions. Complex refiners continued to gain due
to wide light-heavy differentials and higher light
product margins. Aggregate Indian refining

capacity remained unchanged at 149 m tones

Future prospectus:

1.In order to secure the energy security of the
country, government has laid increased thrust on
exploration and buying oil equity outside the
country. There have been some significant
discoveries in oil and gas space, with discovery of
oil in Rajasthan by Cairn and discovery of gas by
Reliance in KG basin. OVL (ONGC Videsh ), the
overseas investment arm of ONGC has also
bought stake in oil blocks in as many as 18
countries. Thus, post 2009; we can see enhanced
production of oil and gas in the country. Coal Bed
methane (CBM) is expected to commercialize
within next couple of years, thus paving the way

for alternative sources of energy in the country.

2. The unmet demand for natural gas in India is
estimated to increase from about 113 m standard
cubic meters per day (mmscmd) in FYO8 to 396
mscmd by the year 2022. Demand for petrol,
diesel and jet fuel are expected to grow at a
compounded annual rate of 1.7%, 2.5% and 2.2%

respectively till 2010.
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Energy and Petrolewm

The medium term outlook for refining margins
looks positive, due to robust growth in demand,
stretched utilization levels and lagging new
capacity buildup. Refining capacity bottlenecks
are also unlikely to reduce prior to 2012 on
account of project delays. petrochemicals,
substantial investments have been made in new
capacities in emerging economies like China, India
and the Middle East, which is expected to emerge
as a production hub due to availability of cheap

feedstock.

EXPECTATIONS FROMQ@NWBUDGET 200¢
2010

1. Cll wants aviation turbine fuel (ATF) to be
categorized under the declared goods since
high levies make the domestic air services
uncompetitive.

2. Gas prices should be rationalized and should
also be categorized under the declared goods.

3. A price band for the oil marketing companies
so as to increase prices within the range
without seeking prior approval of the
government.

4. Custom duty cuts in petrol, diesel and LPG so
as to minimize the subsidy burden by

reduction in costs at the refinery gate.

Bikash Dash
Shekhar Suman
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Cemend

INDUSTROVERVIEW

The Indian Cement industry is one of the important
ones from the point of view of Infrastructure and its
coupling to other industries like — Housing, Transport

etc makes for an interesting analysis.

As per the market research report by RNCOS, in Dec
2008, the leading contributors in the market are:
Associated Cement Company Ltd. (AC@&mbuja
Cements Ltd.,, Grasim Industries Ltd., UltraTecl
Cement Ltd., The India Cements Ltd.K. Cement
Limited, Binani Cement Limited etc The Indian

cement industry comprises of nearly 132 large plants

and another 365 small plants. While the Cement

Corporation of India, a central public sector
undertaking, comprises 10 units; the various State

governments own 10 large cement plants.

The Indian cement industryin terms of revenue, was
worth Rs 54,000 crores in FY0S8. India is the second
largest producer of cement in the world after China

with an installed capacity of 206.46 milliorionnes

per annum.

200405 131.55 6.6
200506 147.8 123
200607 161.31 9.1
200708 17431 8.1
2008-09 190.14 9.08

The sector, in the last ten years, has recorded a
compound annual growth rate (CAGR) of 8%, with
demand-supply position improving over the years

Effective addition to the capacity in FY09 is 9 per
cent and 28 per cent in FY10 considering demand
growth of 8% in FY2009 and 7% in FY2010.
Realization woul dn’t

expected to go down by 7-8%. The result of weak
demand pick-up and surplus capacities s
reflected in lower capacity utilization. In FY2008,
capacity utilization stood at 96%, which in FY2009
is expected to come down to 84% and then to
80% in FY2010. Q4 operating margins are
expected to be flat to marginally positive. Though
the South hasn’t seer
correction, it may soon be felt even there since

the bulk of capacities (close to 40%) comes from

this region. That is not to say that companies who

completed their expansions

have already

including captive power plant work would

relatively be better off.

INDUSTRY GROWTH DRIVERS FOR RY
10:

Despite the gloomy outlook for the world
economy, cement dispatches have witnessed
impressive growth of 11.2% and 12.1% in
November and December 2008 respectively over

the same period last year.

The Indian government has considered spending
more than USS$ 500 Billion on infrastructure in the
11th Five Year Plan. This plan includes building
road infrastructure which will require 75 Million
Metric Tons of cement and power infrastructure
that demands around 45 Million Metric Tons of

cement.
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Cemend

EXPECTATIONS FROMQNBUDGET 2062010

Indian cement companies are seeking a
uniform and rational tax structure for all
construction materials and a re-imposition of
certain duties on imported cement in the
forthcoming union budget. The Indian cement
industry, has urged the Government to
rationalise taxes on cement, which currently
amounts to nearly 60% of ex-factory prices.
The industry has stated that this is necessary
to sustain the 10% growth. The industry has
maintained that it contributes Rs. 9000 crores
/year as excise duty to the government.
Among other things that the industry is
demanding withdrawal of 5% tax on coal and
coke used by the industry besides withdrawal
of 10% import duty on gypsum, another raw
material used to produce cement. We see no
scope for the industry to hike prices as
demand has slowed down and fresh

capacities are being added.

The current rate of value-added tax (VAT) on
cement, which is 12.5 percent, should b
brought in line with other construction
materials such as steel, which are taxed at 4
percent, industry chamber FICCI said in its
pre-budget memorandum. It would help
contain cement prices by at least 20 rupees

per bag (50-kg).

Cement makers also want the government t
bring back the duty on imported cement

which was withdrawn last year.

1 Better regulation in the Transport
industry - Following two rounds of fuel price
cut--Rs 4 for diesel and Rs 10 for petrol--by the
government in the last two months, steel and
cement manufacturers have expressed concern
that road transporters have not cut freight
tariff. Steel and cement players claimed that
they could not pass any benefit to customers
unless transporters reduce prices. The cement
industry transports approximately 60% of the
commodity by road, and freight cost accounts
for about 18-20% of the operating costs for

them.

1 Rail Budget ¢ Impact of RaiFreight
Ratesc Cement is a bulk commodity, and hence
is a freight intensive industry. Also, cement
movement by rail has increased over the years.
A reduction in freight-rates can positively
impact the cement transport through Railways
and further increase the share of Railways in
Cement Transport, thereby mutually helping
Railways achieve an increased freight loading
target. At the same time, any incentives on
freight-booking and further Liberalisaton of
Traditional Empty Flow direction incentive

schemecould be an advantage

Vallabh Kulkarni
Amit Thakkar
Avantika Gupta

Kanupriya Kochar
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THE YEAR THATEWT BY
Bharat Nirman
This is

houses,

t he Government

electrification, telephony and irrigation
facilities for the rural poor and providing good road
connectivity to their areas. The target set for the year
was 35220 km of new roads to be laid and 52720 km
of upgradation to be carried out. Though these were
modest numbers as compared to the corresponding
figures last year of 43989.93 km and 59316.28 km,
the completion statistics were dismal at 6122.03 km
10533.64 That ' s

and 20% as

km respectively.

underperformance at only 17.4%
compared to 49.8% and 60% respectively last year. A
good news on this front is that the Government has
also planned loosening its purse strings further to the
tune of Rs. 5000 crore for rural development under
Bharat Nirman. This would now provide all the
villages with a population of more than 500 in the
hilly areas and tribal zones road connectivity. Clearly,
we can hope that the Government continues to focus
on the development of rural infrastructure in this

year’'s budget too.

Indira Awaas Yojana.

Under the Indira Awaas Yojana, of the annual target
set for 1822548 houses, the fiscal year saw a
compl etion 880911.
48.33%. Financially, of the Rs. 585884.532 lakh

sanctioned, only 436679.6608 lakh was released for

of

new construction. On the upgradation front of the
232232.736 lakh sanctioned, only 173354.9108 was
actually released for any project. Hence, though
sanctioning seems to happen without any glitches,
execution continues to be the bane of Infrastructure

in India.

T

Highways
The much awaited Golden Quadrilateral finally

appears to be nearing completion after having

dragged its heels fo
complete. During the year, some important
highway projects were cleared for

implementation. One was the construction of a
four lane elevated road from the Chennai port to
Maduravoyal in order to handle the heavy traffic
from and to the port easily. Another was the four
laning of the Tirupati-Tirutanni-Chennai and

Coimbatore- Mettupalayam stretch of the
National Highway Network. The Government also
asked the NHAI to restructure road projects
worth Rs. 70000 crore by reducing over-
engineering and capital costs. This is something
t hat ' s -bag. What thieadtually means is
that owing to the huge delays in the execution of
the projects and the huge bills that they have run
up, NHAI has been asked to prune the projects of
§ i ke

corridors because apparently these are luxuries

“frills el

and not necessities in a road project.

Miscellaneous

The thrust on development of infrastructure
continued with the Government approving a
mega project of six-laning of 1409.93 km of
highways under the NHDP scheme at a cost of Rs.
18238 crore, the earmarking of Rs. 100000 crore
for the Delhi-Mumbai Maritime Development
fund, the approving of three ports at Ennore,
Tuticorin and Goa at an estimated cost of Rs.

2000 crore and earmarking of Rs. 283.03 crore for

investment in 21 highway projects among many
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others.The many interest rate cuts (prime lending and

policy rates) seen during the year are likely to give a

fillip  to infrastructure  development. India
Infrastructure Finance is going to raise Rs. 100 crore
in March 2009 through the sale of tax-free bonds for
injecting into infrastructure development projects.
The PPP or public-private-partnership is a model
that’'s gaining c¢r ewihwhithl
projects are being undertaken and worked upon.
During the vyear, the Bihar Government received
proposals for the setting up of industrial units in the
state under the PPP model worth Rs. 90840 crore.
This is also estimated to generate employment for
around 1.19 lakh people.
Though the economic glum tried to play party pooper
in all the sectors of the economy, infrastructure was
one sector which has managed to buck the trend and
rise 5.6% in the last fiscal year. This was mainly owing
to the continued emphasis that the Government is
placing on infrastructure related activities.
EXPECTATIONS FROMQ@NNBUDGET 208310
1 More funding should be made available to the
rural development programs like Bharat
Nirman scheme and Indira Awaas Yojana.
Both of these are the flagship programs of the
Government aimed at improving the rural
landscape and hence should continue to

receive fiscal focus even though execution

remains a totally different ball game.

I Emphasis should continue on the renewal of
major National Highways, many of which are
in a deplorable condition along several

patches.

I Emphasis should continue on the renewal
of major National Highways, many of
which are in a deplorable condition along

several patches.

t FNGAY3 y20S5ax

On a closing note, we can say that though the
Government i sn’t reir
infrastructure space, the progress in certain areas
remains weak owing to shoddy execution. But
nevertheless, the intention is there. Though the
global economy continues to be squeezed by the
recesS i 0 n '-lkke ghipj lad&a recognizes that
infastructure is one area that should continue to
receive serious support. This is important
especially when seen with the explosive
infrastructural development that our neighbour
and intense rival — China — has done over the past
many years as a backdrop. Even the World Bank
shares that vision —which is evidenced by the fact
that it has agreed to lend S3 billion to India in
light of the decreased private lending to
infrastructure owing to the recession. We expect

an infrastructure-phile budget this year

Sooraj Nair
Neha Parashar
Aditya Mohata

Tarang Jibkate
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Phaurma

INDUSTRYOVERVIEW

1 10-year extension of tax benefits to be
granted for standalone R&D entity.

1 Rate of weighted deduction to be raised from
150% to 200% under section 35 (2B) and to
be extended for another 5 years i.e. up to
March 2017.

1 100% deduction in profits for operating and
maintaining hospitals in rural areas to be
extended from 31st March 2008 to 31st
March 2012.

1 Custom duty rate on advanced medical
equipments recommended to be reduced to
5%.

1 Reducing Customs Duty on imported life
saving drugs to Nil from 5-10% at present.

1 Rationalization of excise duty from the
current 16% to 8% in a bid to make medicines
more affordable.

healthcare

M Increase in allocation on

infrastructure and HIV eradication, etc.

UNION BUDGET 202809 ANNOUNCEMENTS

1 Extension of weighted deduction of 150% on
R&D expenditure.

1 5 years tax holiday for setting up hospitals in
non urban cities.

1 Excise duty on all goods produced to be
reduced from 16% to 8%.

1 Excise duty has been fully exempted on anti-
AIDS drug ATAZANAVIR, and bulk drugs for its

manufacture.

T Rs. 16,534 crore is allocated for
healthcare sector.

1 Customs duty to be reduced from 10% to
5% on certain specified life saving drugs
and on the bulk drugs used for the
manufacture of such drugs.

1 Customs duty on specified raw materials
required to manufacture of ELISA kits has
been reduced from 10%/7.5% to 5%.

M Rs. 1,042 crores allocated for drive to
eradicate polio with focus on high risk
districts in Uttar Pradesh and Bihar.

1 National Aids Control Programme
provided Rs. 993 crore.

1 The allocation to the National Rural
Health Mission is hiked by 15% and a
health cover of Rs. 30,000 for every
worker in the BPL category has been

announced.

Impact

The impact of Union budget was positive for the

pharmaceutical industry. Excise duties on
pharmaceutical drugs were halved from an
existing 16.0 percent to 8.0 percent. Along with
tax cuts there was 125.0 percent deduction on
research and development expenditure in the
pharmaceutical sector which increased capacity
expansion in this sector. This benefitted
companies such as Unichem Labs in enhancing

their research capability.

The all ocati on under

Mi ssion’ has b e e,060 crorec
and there is an allocation of Rs 993 crore for
National Aids control programme and provision of

Rs 1042 crore for 2008-09 for eradication of
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Pharma

Polio was beneficial for companies such as Panacea
Biotech and Cipla. Further, leading companies like
Ranbaxy Labs, Dr. Reddy's Labs, Cipla, Sun Pharma,
Cadila Healthcare, Lupin, Wockhardt, IPCA and
Unichem also benefitted on account of cut in excise
duty. Futher, hospitals like Apollo Hospitals and Fortis
Healthcare benefit from provisions of Subsection 11c

in Section 80- IB.

Reduction of customs duty from 10% to 5% and
exemption of excise duty benefitted companies
engaged in anticancer such Dabur Pharma and
Zenotech Labs. Cipla and Lupin were beneficiaries in

the anti-asthma segment.
EXPECTATIONS FROMQMNBUDGET 204910

I The proposal to extend income-tax benefits
to profits of scientific R&D companies may
help a larger universe of pharma companies
to reap tax exemptions.

I The pharmaceutical industry has pinned its
hopes on a host of R&D and tax incentives,
which if approved in the Budget, would help
the players to free up cash flows through tax
savings to fund research activities that do not
generate immediate earnings.

I Pharma being a sector that relies significantly
on exports, tax incentives dealing with foreign
exchange earnings of companies may help
bolster realisations in an otherwise
challenging environment.

T Another expectation is for the deduction
umbrella on R&D expenses to be raised from
150 per cent to 200 per cent. Generally,
pharmaceutical companies incur research and
development spends in the range of 5-10 per

cent of revenues. But innovative R&D-

focussed entities would have to incur much

T

larger spends stretching over periods of
up to 12 years.

The proposal to extend income-tax
benefits to profits of scientific R&D
companies (which not only do innovation,
but also focus on other forms of research)
may help a larger universe of pharma
companies to reap tax exemptions.
Players are looking for an extension of
this provision by another five years till
2012.

Apart from R&D, proposals to reduce the
MRP based excise duty on medicines
from 16 per cent to 8 per cent and total
excise exemption on 354 drugs specified
in the national list of essential medicines
have also been mooted, as measures to
moderate drug prices.

The duty exemption for listed essential
drugs will allow companies to generate
higher growth for their price controlled
drugs, revenues from which have grown

by a mere 1 per cent in last 12 months

Shatakshi Bhattacharya
Gunjan Rawat

Richa Chowdhary

Arun Kumar
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Power

INDUSTRYOVERVIEW

The year was one of mixed fortunes for the sector and
would be best remembered for the hyped listing of
Reliance Power Ltd, an Anil Ambani stable firm that

had bagged deals for two ultra-mega power plants.

The ambitious target of adding 78,577 MW of power
generation capacity by 2012 was overshadowed by
the turf-war between equipment supplier BHEL and
the nation's largest power utility NTPC, with the latter
wanting to set up its own equipment manufacturing
factory.BHEL and its administrative ministry of heavy
industries opposed the move tooth-and-nail and in
the end the two formed a joint venture for a
manufacturing unit but it remained to be seen if the
new plant would come up just in time for meeting the

Xlth Plan targets.

The sector had missed by a mile, the targets set in the
previous plans. For a sector battling tight schedules,
another bad news lay on the fuel front firstly with
coal shortages and then the price of naphtha shooting
through the roof. In the absence of alternate sources,
plants ran below capacity and the infamous power

cuts continued to plague major cities.

But relief was not far away when the recession in
major economies saw oil prices crash in the last
qguarter, with naphtha prices collapsing to cost, for

the first time in many years, cheaper than LNG.

The current installed capacity in India is 1,47,402.81
MW the break up is as follows:

Thermal 93392.64 64.6
Hydro 36647.76 24.7
Nuclear 4120 2.9

Renewable Energy 13242.41 7.7

Sources

India needs to spend $600 billion on adding
capacity to meet electricity demand, which may
triple to 335,000 megawatts by 2017 if the
country’'s economy mai
growth, McKinsey & Co. said in June 2008. The
Central Electricity Authority (CEA) has projected
that there will be energy shortage of 8.8% and
peak shortage of about 18.1 % in the country

during 2008-2009.

NUCLEAR POWER IN INDIA

India has crossed the nuclear isolation era after
necessary approvals from countries of nuclear
supplier group. It can now import nuclear fuel
and sophisticated technology from around the
world for peaceful use of nuclear energy.
Progress has been made and India is all set to sign

agreements with Russia in this aspect.

India has capacity to generate 4,120 MW of
nuclear power but power is being generated at
half the capacity due to shortage of fuel. Country
aims to generate 10,000 MW of nuclear power
through PHWRs, about 5,000 MW through
imported reactors and about 2,500 MW through
Fast Breeder Reactors as per energy commission

chairman. Government is in touch with various
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Power

foreign nuclear vendors for efficient use of energy
which is necessary to sustain growth of 8 per cent

through 2031.

HAPPENINGS IN FINANCIAL YEAR(HD08

1. Anil Ambani Group firm Reliance Power today
bagged its third 4,000 MW Ultra Mega Power
Project, at Tilaiya, in Jharkhand. The Reliance
bid for the project was Rs 1.77 per unit.

2. GMR Energy,
owned nuclear power plant. GMR is set to
invest Rs.10,000 crores to set up a nuclear
power plant producing 2000-3000 MW
energy in the next 5-7 years

3. The Central Electricity Regulatory Commission
(CERC) issued new tariff regulations for next
five years under which the base rate for
return on equity (RoE) has been raised from
14% to 15.5%. The move will help power
generating and transmission companies attain
higher profitability and attract more private
investors

4. 1 ndi a't spowef | axchange started
operations on June 27 this year

5. Power Grid Corporation of India announced
Rs 75.63 billion investment over the next four
years to establish transmission lines to supply
power, generated from the Sasan power plant

to the electricity grid.
UNION BUDGET 202809 ANNOUNCEMENTS

1.Rs 800 crore had been allocated for accelerated

power development and reforms

announce

2.Approval given for the continuation of the Rajiv
Gandhi Grameen Vidyutikaran Yonja, with an

allocation of Rs 5500 crore.

3.The fourth Ultra Mega Power project (UMPP) at
Tilaiya was awarded. In addition to this, bidding
was opened for five m

Karnataka, Maharashtra, Orissa and Tamil Nadu.

4.A few projects in the power sector were

awarded a 4% special counter veiling duty.

5.Coal regulator was setup along with the

introduction of more reforms in the coal sector

EXPECTATIONS FROMIQNN BUDGET 200¢
2010

1. The Ministry of Power is gearing up to tackle
the coal situation in the country. They are
looking to provide speedy coal linkages to the
developers. Fuel linkages are very important
as well.

2. A stimulus package is being looked at by the
Union government to help the power sector,
including easing of funding for private sector
projects.

3. Govt support and finances would be needed
to achieve the 78775 MW target the 11" 5

year plan.

4. Government Aid for rural development of

power would be required.

Aditi Kulkarni
Alok Dhawal
Jasmine Sahan
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INDUSTRYOVERVIEW

Agriculture is the dominant sector of Indian

economy, which determines the growth and

sustainability. About 65% of the population still relies

on agriculture for employment and livelihood.

India is yet to emerge as significant trade partner in

the world agriculture market. India holds around 1%

of the global trade-in agri commodities. With the

ongoing trade negotiations under the WTO, Indian

Agriculture needs to reorient its outlook and enhance

competitiveness to sustain growth from a demand

side.

UNIONBUDGET 2068009 ANNOUNCEMENTS

The finance minister proposed a total loan waiver
of Rs 60000 Crores to the farmers which
comprises of 4% of total bank loans. Agricltural
loans given by scheduled commericial banks,
regional rural banks and cooperative credit
institutions up to March 31, 2007 and due for
December 31 that year will be covered under the
waiver scheme. Complete waiver of loans for
marginal farmers owning land up to one hectare
and small farmers owning land up to 1 and 2
hectares. One time settlement of loans for other
farmers.

Agriculture loans restructured and rescheduled by
banks from 2004-06 and other loans normally
rescheduled under RBI guidelines will also be
eligible under the waiver scheme.

A target of Rs 2.80 lakh crore for agriculture credit

set for the coming year.

I The government in 2008 budget announced
that it will move towards the nutrient based
policy and will give 326.67 bin rupees for
food subsidy under PDS FY09

 To have better irrigational facilities FM
proposed to set up Irrigation and Water
Resources Finance Corp with an initial capital
of Rs 100 Crores. With this to complete 24

major, 750 minor irrigation projects in FYO9 .

IMPACT

Implementation of debt waiver and debt relief
will be completed by June 30 this year. The loan
waiver scheme will benefit three crore small and
medium farmers and cover loans totalling Rs
50,000 crore. One crore other farmers will benefit
to the tune of Rs 10,000 crore in the waiver,

Fertilizer subsidy boast agriculture growth

EXPECTATIONS WMRQJNION BUDGET 200¢
2010

1.Subsidy for Fertilizers

Government, given the current political condition
and with an eye on the upcoming elections will
continue to provide fertilisers to farmers at
subsidized prices. With an eye on the farmers
support .The Subsidy level may be increased and
the major benefactors could be the fertilizers for
nutrient based crops. Favourable policy changes
to undertake joint venture schemes in other
countries for fertilizer raw materials and finished
products especially in Urea and Phosphoric &

Potassium Fertilizers .This will be done with an
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idea to substantially reduce the subsidy outflow each
year.

2.New medium to long term irrigation projects can
be commissioned as National Projects by Government
especially around the KG basin and an amount to the
tune of 150-200 crores may be contributed by the
central Government to the already proposed set up
Irrigation and Water Resources Finance Corporation
(IWRFC) proposed towards the already announced

projects in the | ast ye

Bishal kumar Agrawal
Chezhian. P
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Steel

INDUSTROVERVIEW

The Indian steel industry has entered into a new
development stage from 2005-06, resulting in India
becoming the 5th largest producer of steel globally,
India accounts for a little over 7 per cent of the

world's total production.

9 Steel production is expected to exceed domestic
requirement by 2011-12.

I The National Steel Policy and with the current
rate of ongoing Greenfield and Brownfield
projects, the Ministry of Steel has projected
India's steel capacity is expected to touch 124.06
million tonnes by 2011-12.

I The steel industry is expected to be flooded with
investments of around $3.9 trillion over the next
five years by many domestic players and
international players like Arcellor-Mittal, Tata
Steel, JSW, Posco, Essar Steel, Ispat India and
many others.

I The consolidated profit of the three major players
(TATA Steel, SAIL, JSW) in the third quarter of the
fiscal year 2008 - 2009 has reduced by 13.1% to
6.4% over the last quarter. PAT has decreased to
10,556 INR from 33,314 INR.

I The sector has witness severe fall in demand by
the automotive industry and Construction
industry due to the global meltdown. This fall in
demand have also taken a double whammy on
the steel sector, as the companies had to reduce

the price to maintain their top line.

STEEL PRODUCTION

Ministry is confident that an investment
worth USS$ 176.49 billion is likely to go into
the steel sector by 2020, taking India's steel
capacity to be in excess of 290 million tones.

9 SAIL's crude steel production is likely to reach
24.84 MT by 2011-12 and 60 MT by 2020
from the present 12.84 MT. Likewise, RINL's
crude steel production capacity will be
increased from 2.90 MT to 6.80 MT by 2011—
12 and 10 MT by 2020. Private steel bigwigs
like Tata Steel, JSPL, Ispat and JSW Steel also
have major expansion plans on the anvil.
Jindal Stainless and Visa Steel are planning to
set up 1.6 and 0.5 million tones of stainless

steel capacity over the next two years.

STEEL CONSUMPTION

Y India consumes about 1.5 million tones of
stainless steel a year with around 70 per cent
accounting for kitchenware. However, its use
in railway coaches, wagons, airports, hotels
and retail stores is growing immensely.
Demand for steel in India is likely to grow at
around 12 per cent against the global average
of 56 per cent.

I A Credit Suisse Group study states that India's
steel consumption will continue to grow by
16 per cent annually till 2012, fuelled by
demand for construction projects worth USS
1 trillion. The scope for raising the total
consumption of steel is huge, given that per

capita steel consumption is only 35 kg
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Steel

compared to 150 kg across the world and 250 kg in
China.

UNION BUDGET 202809 ANNOUNCEMENRASID
IMPACT

 Customs duty on steel melting scrap and
aluminium scraps was brought to 0%.

I Export taxes on key raw material of steel
increased.

9 Iron ore export duty decreased by 15 per cent at
Rs 300 per tonnes.

It was a welcome move to reduce the import duty
on steel melting scrap.

It marginally helped to offset the major cost push
the industry is facing today.

I Steel companies fared better as they imported
melt-able scrap, duty free.

I Freight cost is 4-5% of the total cost of their
operating cost.

EXPEC TATIONS FROMQN BUDGET 20@®@10

The target produce 124million tones by 2011-2012
and the parliamentary elections knocking the door
will target to revive the growth of the steel industry in
the coming Peoples budget and impress the business
community and the urban population of India. The
Government is expected to restructure the interest
rates and various duties to facilitate export and
protect the domestic market by increasing the sale of

domestic products.

I Rise in import rates to 12% - 13% is expected on
imported steel, as the government would try to
increase the demand for the domestic steel

production, but this would affect the

utensils industry as the cost of imported
stainless steel will increase.

 To facilitate the sale of domestic products
Countervailing Duties are expected to be
introduced on long products, whose demands
are projected to increase in 2009 — 2010 due
to the huge investments by the Government
in infrastructure.

f  Excise duty will be decreased to around 10% -
12% to facilitate the exports and help the
Indian companies tap opportunities of rising
demand for finished products as well as iron
ore all across the world.

T The 2% - 3% rise in Common Veterinary Entry
Document on TMT bars is expected to be
imposed by the government to facilitate the
sales of domestic product.

9 Floor prices will be fixed by the Government

 Cenvat reductions as part of the
Governments stimulus package is expected to
see another round of decline; this will
increase the demand in the Automobile
sector and the demand in the Realty sector.
The following surge in demand is expected to

boost the topline of the steel industry.

CONCLUSION

The government of India with its Brownfield
projects target of producing 124 million tonnes by
2011 — 2012 will surely consider the Steel sector
with extra attention in the upcoming Peoples
Budget of 2009 — 2010. The government is likely
to take various sector specific steps in the

upcoming Budget to give a boost the tottering
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Steel

sectors, among which the Steel Sector would be a
prime choice. To drive growth and infrastructural
development the government would look forward to
higher spending, increasing the demand for long
products across the Domestic Market. Therefore it is
a time for the investors to look into the steel sector
securities as an arbitrage opportunity because many
fluctuations are expected in the market due to the

asymmetry of information over the year.

Saumadip Dey
Abhimanyu Naik
Amol Deshpande

Harsh Mishra
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INDUSTROVERVIEW the growing infrastructure needs

The downturn in the past fiscal year, in the real estate I The Realty Sector would definitely expect
sector has been the hardest.The sector has moved some cuts and provisions in the license fee
from a period of abundant capital availability to the and the service tax being levied in order to
times of liquidity crisis. The current economic turmoil revive this ailing industry.

at the macro level has raised the expectations of the I Measures by the Government to reduce the
realty sector from the Union Budget 2009-10. interest rates on loans to the Housing

Industry and revival of loans to the real estate

UNION BUDGET 20@809 ANNOUNCEMENTS . .
sector which the banks are reluctant to give

9 Allocation under Jawaharlal Nehru National at present.
Urban Renewal Mission (JNNURM) for urban
infrastructure development increased by 25% to
Rs 6,870 crore (US $ 1.7 billion) Puneet Deshpande,

9 Rural infrastructure spending at Rs.14,000 crore Sneha Nautiyal

for the Rural Infrastructure Development Fund- Praloy Sinha ,

XIV,with a separate window for rural roads(US $ Archana Mishra
3.5 billion)

I Bharat Nirman Programme gets allocation of Rs
31,280 crore (US S 7.8 billion)

9 Allocation of Rs 300 crore (US 125 million) for

desalination plant near Chennai. The plant to be

setup under public private partnership (PPP)
EXPECTATIONS FROMONIBUDGET 202910

I Decreasing the excise duty to decrease the costs
of infrastructural projects ongoing and to be
undertaken.

I The current economic situation requires the
sector to be revived and demand for the Housing
Industry to increase. To achieve this the
government must look at reducing the Property
and related taxes along with the taxes on cement

and steel which together contribute to the
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Education

INDUSTRY OVERVIEW

The Indian education system falls under the purview
of the Ministry of Human Resource Development. It is
by far the largest capitalized space in India with $30bn
of government spend (3.7% of GDP; at global
average), 0.82% as capital expenditure, 80% on
teachers’ sal ari es,; mo
(kindergarten to 12th grade), and a large network of
schools

approximately 1m and 18,000 higher

education i n s tudgttaryt adlosation
was up 6 times in 11th Plan period. Meanwhile, non-
formal IES, is currently dominated by coaching class
business (accounting for 64% of the total), while non-

regulated and faster-growing does not have the

expected scalability.
UNION BUGET 2002009 ANNOUNCEMENTS

Education and health are the twin pillars on which
rests the edifice of social sector reforms. The Union
budget 2008-09 had the following reforms in the

education sector:

*The allocation for the health and educational sectors

had gone up by 20%.

*The budget allocation for the Mid-day Meal Program

was Rs. 8000 crores.

* Plan to set up three new IITs in Andhra Pradesh,

Rajasthan and Bihar

*The Indian budget had provided Rs. 34,400 crores to

the educational sector in India
* Plan to set up 16 new central universities.

*The Sarva Shiksha Abhiyaan was provided Rs. 13,100

11 Provision for upper primary classes to get mid-

day meals
¢ Plan to set up 410 new Vidyalayas in the villages

¢ Plan to set up three new IIScs in Trivandrum and

Bhopal.
* Navodiya Vidyalayas in 6000 districts.

*Rs. 4,554 crores had been allocated for the

secondary education scheme
¢ Plan to set up 6000 new model schools.
e Grant of 44 crores to 22 Sainik schools.

¢ Scholarships for science and research.

HAPPENINGS IN FINANCIAL YEARCZDO08

The XI 5 year plan was implemented in 2008. The
focus of SSA shifted from access and
infrastructure at the primary level to enhancing
retention; improving quality of learning; and

ensuring access to upper primary classes.

The Right of Children to Free and Compulsory
Education Bill, 2008:

'The Right of Children to Free and Compulsory
Education Bill, 2008' was introduced in the Rajya
Sabha on December 15, 2008. According to the
Bill, the State Governments will provide free and
compulsory education to all children of the age

group of six to fourteen years.

Area Intensive & Madrassa Modernization

Programme (AIMMP):
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Education

The Area Intensive & Madrassa Modernization i Budgetary allocation should be increased to
Programme (AIMMP) was revised as a distinct scheme at least 5-6 percent
by the MHRD. 9 There should be at least one school in a

) village of population more than 100
Secondary Education:

9 Participation of private sector should be

The Ministry of Human Resource Development encouraged
allotted Rs.53550 crore to the Secondary Education in {  Subsidies should be shifted from higher
the 11th Plan as against the allocation of Rs.4,325 education to primary education

crore during the 10th plan. In 2008, a National Merit-

) Sakshi Mattoo
cum-Means Scholarships Scheme was launched to

award 11 lakh scholarships every year to students Nivedita Ramnathan

upto class IX Deepthi Chor nur

iN
Adult Education: Jyoti Narang

Mugdha Srinivasan
Various steps were taken by the MHRD to view Adult

Education as a continuation from basic literacy to
continuing education. A series of consultations and
review meetings were held over the course of the last
year in order to redesign the strategy of the National
Literacy Mission for basic literacy and continuing

education.
EXPECTATIONS FROMQNBUDGET 20910

I Top institutions like lITs and [IMs should assist in
implementing the rural education schemes.

I Education cess is predicted to continue at 2% and
it must be spent only on education.

f Integrated Child development Schemes should
continue.

T Funds shoul d Rigktoade bno ¢
O2YLJzt a2NE SRdzOlI GA2YyE

1 More funds should be allocated for infrastructure
of schools and colleges.

I Schemes like encouraging teacher commitment
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F/
Fiscal Stimulus Package announced:

Apart from monitoring regular government figures,
this year economist also had to monitor Fiscal
stimulus packages. The Government of India came out
with the first Fiscal Stimulus package on 7" December

2008 and following are some of its main features —

1) Increase in government spending:The
Government has decided to seek authorisation for
additional plan expenditure of up to Rs200 billion
(USS4 billion) in the current fiscal year (YE March
2009) . Thi s wi || take
government spending (both plan and non-plan

expenditure) up to USS60 billion compared with

budgeted USS56 billion.

2) Cenvat rate cut by 4%&n across-the-board cut of
4% in the ad valorem Cenvat (central value added tax)
rate was announced that will be effective for the
balance of F2009 on all products other than
petroleum and those where the current rate is less
than 4%. This will result in Rs87 billion (USS$1.7 bn)

revenue losses in indirect tax collections in F2009.

3) Exporters:Government has announced an interest
rate subvention of 2% up to March 2009 on pre- and
post-shipment export credit for labour-intensive
exports, i.e., textiles (including handlooms, carpets,
and handicrafts), leather, gems & jewellery, marine
products, and SME sector. In addition, the
government has announced the following measures
for exporters: a) allocation of a further Rs11 billion to
ensure full refund of terminal excise duty/central

sales tax; b) a further allocation for export .

4) Housing:On Dec. 7, the RBI announced that it is

Stimuduy

a) allocation of a further Rs11 billion to ensure
full refund of terminal excise duty/central sales
tax; b) a further allocation for export incentive
schemes of Rs3.5 billion; c) providing government
back-up guarantee to ECGC (Export Credit
Guarantee Corporation) to the extent of Rs3.5
billion to enable it to provide guarantees for

exports to difficult markets/products.

4) Housing:On Dec. 7, the RBI announced that it
is working on a refinance facility for National
Housing Bank (NHB) in an amount of Rs40 billion
(USS0.8 billion). In addition, the government
announced that it could increase the plan
expenditure for the Indira Awas Yojana. There is
no clarity on the amount to be spent by the
government. The press release on fiscal package
mentioned that the public sector banks would
shortly announce an incentive scheme for
borrowers of home loans in two categories: a) up

to Rs0.5 million and b) Rs0.5-2 million.

5) Support for medium, small, and micrc
enterprises (MSMES) The RBI
refinance for Rs70 billion (USS1.4 billion) to the

announced

Small Industries Development Bank of India
(SIDBI) to increase the credit delivery to the MSE
sector. In addition, the key measures announced
include: a) The guarantee cover under Credit
Guarantee Scheme for Micro and Small
enterprises on loans is doubled to Rs10 million
from existing Rs5 million with guarantee cover of
50% aimed at boosting collateral free lending; b)
the lock-in period for loans covered under the
existing credit guarantee scheme was reduced
from 24 to 18 months, to encourage banks to
cover more loans under the guarantee scheme; c)
requesting Central Public Sector Enterprises and

State Public Sector Enterprises to ensure prompt
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6) Textiles sector: It was announced that an
additional allocation of Rs14 billion would be made to

clear the entire backlog in technology upgradation
fund (TUF) scheme.

7) Infrastructure Financing:In order to support
financing of infrastructure projects in the Public
Private Partnership mode that have been facing
financial constraints, the Government authorised the
India Infrastructure Finance Co. Ltd (lIFCL) to raise
Rs100 billion through tax-free bonds by March 2009.
These funds will be used by IIFCL to refinance bank
lending of longer maturity to eligible infrastructure
projects, particularly in highway and port sectors.

In all the first Fiscal Stimulus Package has had an $8-9
Billion spending plans in it to reignite the fledging
economy. However, t he ¢
here and in its long fight to revive fledging economy it
came out with a combined second stimulus package.
On 2™ January 2009 Government of India along with
Reserve Bank of India announced following measures.

1. IFCL - The India Infrastructure Finance Company
Limited § bebnl der@ittéd )to r&isa an
additional INR 300,000 million. Funds would be raised
by IIFCL over a period of next 18 months in the form
of tax free bonds

2. Interest rate cuts:- The RBI has cut the repo and
reverse repo rates by 100 bps each, bringing them to
5.5 percent and 4 percent respectively. Further, RBI
has also reduced the ¢
banks by 50 bps, bringing it down to 5 percent

3. ECB Limits: The government has increased access
to external borrowing by removing the interest rate
ceiling on ECBs, al | owi
t owns hi p s-Usefa BCBsand all@vimgINBFCs
dealing exclusively with infrastructure financing to
raise ECBs

4.CVDs:Countervailing
have been reimposed on cement imports

duty

5. FlIs in Debt Markets: Cap on foreign institutional
investments in the domestic corporate debt market

has been increased by 2.5 times i.e. from USD 6
billion to USD 15 billion

6. SMEs:- Recently the guarantee cover under
Credit Guarantee Scheme for micro and small
enterprises on loans was extended from Rs 50
lakh to Rs 1 crore with a guarantee cover of 50%.
In order to enhance flow of credit to micro
enterprises, it has been further decided to
increase the guarantee cover extended by Credit
Guarantee Fund Trust to 85% for credit facility
upto Rs 5 lakh. This will benefit about 84% of the
total number of accounts accorded guarantee
cover.

7. State Governments: State Governments are

facing constraints in financing expenditure
because of slower revenue growth. To help
maintain the momentum of expenditure at the
state government level, states will be allowed to
raise in the current financial year additional
market borrowings of 0.5% of their Gross State
Domestic Product (GSDP), amounting to about Rs

30,000 crore, for capital expenditures.

8. Public Sector Banks:The Government said it
was preparing to recapitalise state-run banks to
the tune of 200 billion rupees ($4.1 billion).

In the last four to five years, this has been the
first time where government has to come out
with not one but two Fiscal stimulus packages
before regular budget, as the economic growth
slumped in the economy. Going forward, these
packages might become the most frequently used
tool to stimulate economy from time to time.

Kanika kapoo
Manit Goyal
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