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CARE Ratings is the second largest credit rating agency in the country today in terms of rating income 

in FY12. Having commenced operations in April 1993, CARE Ratings has built itself over nearly two 

decades in its commitment towards offering a range of high-quality services to all stakeholders in the 

capital market with its experience and expertise.  

 

Having rated a gargantuan volume of debt of around Rs. 45,901 bn (as on December 31, 2012) since 

inception, CARE Ratings has played a critical role in eliminating information asymmetries and 

building investor confidence in the Indian capital market through the expression of unbiased, 

independent, fair and transparent credit opinions based on in-depth research and rigorous analysis.  

 

Under the leadership of its MD & CEO, Mr. D. R. Dogra, Deputy Managing Director, Mr Rajesh 

Mokashi and the top management team, CARE Ratings has scaled new heights, particularly in the last 

three years. CARE Ratings emerged as a leading agency for covering many rating segments like that 

for banks, sub-sovereigns and IPO gradings. Be it, rating services, SME ratings and  grading services 

(IPO, equity, real estate etc.), CARE Ratings is constantly expanding its product offerings and is 

actively shaping the landscape of Indian capital markets in a healthy market-oriented approach.  

 

In particular, CARE is known for its cutting edge research which lays the foundations for all rating 

analysis. The Industry Research team (CARE Research) provides in-depth research on 44 sectors. It 

also publishes risk score reports called CARE Industry Risk Metrics, covering around 115 sectors. 

Further, customized research reports covering key areas such as market sizing, demand estimation, 

demand-supply gap analysis, cost benefit analysis, product segmentation, business analysis and cost 

indexation are prepared as per the requirements of clients. Also industry overviews for clients in 

relation to their capital market offerings are brought out. CARE Research has recently launched its 

valuation services for valuation of Market Linked Debentures.  

 

ABOUT CARE RATINGS 
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The Economics Research reports on various facets of the domestic and global economy provides near 

real time analysis of various developments taking place. Critical inputs are also provided as suggestions 

to various regulators and industry associations on carious policies.  

To name a few achievements of CARE Ratings in the recent past –  

 CARE Ratings is now listed on Indian bourses BSE and NSE, as of December 2012 

 It is the only rating agency in the country to have obtained an ISO certification 9001:2008 in 2011, 

with a renewal of the certification in 2012 

 CARE Ratings acquired Kalypto Risk Technologies Private Limited in November 2011 that 

provides -  

o risk management software solutions with a focus on enterprise risk management for banking, 

insurance and other financial institutions and, 

o products on credit and operational risk management 

 Being in a knowledge-driven business framework, CARE Ratings attaches a lot of importance to 

knowledge forays and has accordingly ventured in tie-ups with educational institutions across the 

country such as Knowledge Academy, Amity Global Business School and Focus-Educare Pvt. 

Ltd. for the implementation of certificate courses on credit risk analysis and assessment. CARE 

Ratings has recently concluded its first batch of students for the “Certificate Course in Credit 

Analysis” at NIBM Pune.  

 CARE Ratings has also been a front-runner in the conduct of a variety of open platform seminars 

and sponsorship of strategy meets and conferences for the exchange of ideas on a variety of 

themes such as development of debt markets (CARE Debt Market Summit: 2010), Banking 

(CARE Banking Summit 2012), Credit Default Swaps (2011), Union Budget discussions (2012) 

besides being partner in national events such as Global Steel (2011,2012 & 2013), ADEA awards 

(2011,2012) CFO Awards (CNBC, 2012), etc.. 

Moreover, CARE Ratings is not only expanding its pan-India presence with 7 regional offices and 

head office in Mumbai, but is also making a mark on the global rating services canvas. CARE Ratings 

started its rating services operations in Maldives in 2011. It has had and continues to have a number of 

MoUs for technical assistance across countries such as Ecuador, Nigeria, Mexico and Nepal. It has 

also been recognized by international central banks, namely the Bank of Mauritius and the Hong-

Kong Monetary Authority in the usage of credit rating methodologies and scales. In its future 
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endeavors of a global presence, CARE Ratings is a member of a prospective global rating agency 

(ARC) along with CRAs in Brazil, Portugal, Malaysia and South Africa. 
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There are twin problems on savings and investment which has further constrained growth in the 

economy with both these rates coming down over time. Although inflation has come down recently, it 

still remains a concern for the RBI, constraining its ability to lower interest rates.  

Despite a slowing economy, capital markets in comparison have been relatively upbeat on account of 

increasing FII inflows. Foreign exchange reserves too remain steady and the rupee has been largely 

stable in the range Rs.52-55 to a dollar.  However, the current account deficit remains under pressure 

on account of increasing imports of gold, coal and oil. This concern has been voiced by both the 

government and RBI.   

 The fiscal balance in FY13 has been under pressure due to lower growth and increasing expenditures 

especially on account of subsidies. Further, the disinvestment programme has not taken off fully nor 

have the receipts under spectrum sale been realized.  Therefore expenditure cuts were necessary to 

curtail the increasing fiscal deficit which in turn has affected growth.  

On the other hand there have been high expectations from different sections of industry from the FM 

to bring in a growth oriented budget that can kick start the economy. There were numerous demands 

from various sections to lower taxes and increase productive expenditure. It is against this background 

that the Finance Minster has presented the Union Budget for 2013-14. 

 The Finance Minster appears to be determined to maintain the fiscal balance, and lowering its fiscal 

deficit is its highest priority. At the same time the FM has made it clear that the priority for the 

government is to ensure inclusive growth which is sustainable over a longer time period. The Budget 

The Indian economy is going through challenging times with GDP 

growth slowing down to 5% in FY13. Industrial activity has also 

come down sharply and would just about show growth of 1-2% for 

the entire year. To add to the problems, inflation has remained high 

through the year with the CPI inflation number being above 10% 

and WPI inflation at around 6.5-7%.  

FOREWORD 
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hence focuses on expenditure programmes particularly to bring in social advancement and 

development. It thus concentrates on improving quality of human resources. 

The Budget has largely retained the earlier tax slab and rates in case of both direct and indirect taxes. 

With limited tax concessions its approach remains conservative although it has made efforts to 

provide incentives. However, we feel that the attainment of the Budget goals is contingent on growth 

numbers and any deviation can affect the achievement of fiscal deficit targets.  

The Budget on the whole has various  macro implications and would impact various industries. Our 

Research and Economics teams have done an in depth analysis of all the macro and sectoral 

implications of the budget which is presented in this Report. I do hope that you enjoy reading this 

analysis and will be happy to receive your feedback which will help to enhance our own 

understanding.  

 

Yours sincerely 

 

D R Dogra  

Managing Director & CEO 
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The Ministry of Finance today released the Economic Survey for the year 2012-13.  

The survey based on developments of FY13, draws out a rather cautious picture of the year gone by, 

emphasising the continued need for reforms in the coming months with an outlook for the next fiscal 

pointing towards gradual improvements. 

 

Current Marco-economic Scenario: captured in the deteriorating lead indicators 

The survey notes that India’s current economic slowdown is deeply rooted in external causes and 

domestic weakness. Monetary tightening had been inevitable in the face of increased external 

headwinds and spiking inflation on account of stimulus support prompting consumption boost 

matched by inadequate supply-side flows. The macro-economic scenario in FY13 has hence been 

characterised by -  

 Moderation in growth 

o Growth in FY13 likely to settle at 5% as suggested by CSO 

 Elevated price levels  

o WPI has registered some moderation, CPI remains high; food inflation resurfacing 

o WPI to settle in the range of 6.2% - 6.6% in March 2013 

 Fall in savings 

 Widening current account deficit 

 Fiscal Breach 

o Lower-than-targeted growth in tax and non-tax revenue coupled with increase in 

government expenditure (particularly fuel subsidy bill) 

 

 

 

 

ECONOMIC SURVEY: 2012-13 
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Table 1: Domestic Macro-economic Indicators (%) 

 FY09 FY10 FY11 FY12  FY13 
(E) 

GDP growth 6.7 8.6 9.3 6.2 5.0 

Inflation 8.1 3.8 9.6 8.9 7.6# 

Savings 32.0 33.7 34.0 30.8 n.a. 

Investment 34.3 36.5 36.8 35.0 n.a. 

Source: Economic Survey 2011-12 

#April-January FY12 

 

Table 1 above gives a snapshot of the domestic macro-economic indicators. Table 2 below highlights 

the performance in the external sector.  

Table 2: External Sector 

 FY09 FY10 FY11 FY12  FY13 
(E) 

Trade 

Exports growth 
(%) 13.6 -3.5 40.5 21.3 -4.9* 

Imports growth 
(%) 20.7 -5.0 28.2 32.3 -0.0* 

CAD (% of 
GDP) -2.3 -2.8 -2.8 -4.2 -4.6# 

Foreign Investment Flows (US $ bn) 

FDI 22.4 17.9 11.8 22.1 12.8# 

Portfolio Invt. 
(FII) -14.0 32.4 30.3 17.2 5.8# 

Reserves (US $ bn) 

Forex Reserves 252.0 279.1 304.8 294.4 295.5// 

      Source: Economic Survey 2011-12 

     *April-January FY13, #April-September FY13, //As at end of January 2013 
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Government Reaction: what’s been done and needs to be? 

This environment has warranted the government to reduce spending to anchor inflation, facilitate 

corporate and infrastructure spending to ease supply and work towards fiscal consolidation. Going 

forward, these steps would need to be pursued with greater fervour.  

Provisions commensurate with these macro-targets are likely to reflect in Budget 2014. With global 

economy likely to witness recovery in 2013 to some extent, these measures would aid in improving the 

outlook for Indian economy for 2013-14. 

Proposed Strategy 

 Priority of fighting inflation –  

o Reduction in fiscal impetus 

o Focus on incentivising food production to cool food prices rather than resorting to price 

supports 

 For improved agricultural growth – stable and consistent policies are  needed to make the 

sector more market-oriented 

o Steeping-up of private investment in agri-infrastructure 

o Adoption of predictable trade policy 

o FDI in retail can pave the way for investment in new technology and marketing 

 Strengthening of fiscal balances –  

o Widening of tax base 

o Prioritization of expenditure 

o Medium-term fiscal consolidation plan needs to be ‘credible’ 

 Administrative stringency –  

o Tackling governance issues to curtail programme leakages and ensure targeting to beneficiaries 

o Direct Benefit Transfer through UID number (Aadhar) to help in this regard 

o Focus on greater financial inclusion. Also need to develop more social safety net schemes 

 

Special Focus: Boosting Infrastructure – 

 Government to expedite highway projects under the National Highway Development Project 

 The mission term for JNNURM scheme for urban development has been extended for two 

years upto March 31, 2014 

o A total of 551 projects at an approved cost of Rs.61,772.9 crore for the 65 mission cities 

spread over 31 states/UTs has been sanctioned  
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o Moreover a sum of Rs.20,145.2 crore has been released till 31st December, 2012 

 Emphasis on public-private partnership mode of investment and operation –  

o More than 900 projects with total project cost (TPC) of Rs.543,045 crore in the infrastructure 

sector have been initiated till December, 2012, when compared with over 600 projects with TPC 

of Rs.333,083 crore as on 31st March, 2010 

 Five lignite blocks and two coal blocks of estimated reserves 950.5 Million Tonnes have been 

identified for offer to various companies for taking up Underground Coal Gasification  (UCG) 

projects 

 

Outlook for FY14 

 GDP growth likely to be in the range of 6.1% - 6.7% 

 Demand compression and easing of supply-side constraints should lead to lower inflation, 

such that RBI has room to lower interest rates to boost investments and growth 

 Revival of growth to help contain bank NPAs; due attention needs to be given to their 

adequate capitalization. Proceeds from disinvestment likely to be diverted for this purpose as per 

earlier announcement on 26th February. 
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Highlights 

Macro-economy -  

The Union Budget 2013-14 re-emphasizes the macro-economic objective of inclusive sustainable 

development. The strategy outlined in the budget revolves around the need for rationalizing 

expenditure to enable India to get back to its potential growth trajectory of 8% and above.  

It also stresses the need to further attract and encourage foreign investments, essential for financing 

our high current account deficit, by way of improved communication of policy and building up of 

investor confidence and sentiments. Given domestic economic constraints, taxation slabs and rates 

have been largely held unchanged in this Budget, with a view that gradual recovery will lead to tax 

buoyancy aiding the exchequer.  

In its aim to achieving inclusive growth, the Budget has also laid special focus on social development 

through a number of programmes for the development of health, education and women’s welfare.  

Key Highlights :-   

Fiscal –  

 Gross tax revenues have been budgeted at Rs.1,235,870 crore for FY14, registering a growth of 

19.0% over FY13 (RE) 

 Non-tax revenue is estimated at Rs.172,252 crore for FY14, a growth of 32.8% over that in FY13 

(RE) 

 The total expenditure proposed for FY14 amounts to Rs.1,665,297 crore, registering an increase 

of 16.4% over FY13 (RE) 

o Plan expenditure at Rs.555,322 crore accounts for 33.3% of total expenditure. It marks an 

increase of 29.4% over the previous year. 

o Non-plan expenditure at Rs.1,109,975 crore accounts for 66.6% of the total expenditure. 

The growth is the same would be 10.8% over that in FY13 (RE) 

 Revenue deficit for FY13 has been revised to 3.9% of GDP and is budgeted to decline to 3.3% in 

FY14 

 Fiscal deficit to be reduced to 4.8% of GDP in FY14 from 5.2% in FY13 (RE) 

UNION BUDGET 2013-14 
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 Gross market borrowing increased to Rs.629,009 crore for FY14 from Rs.558,000 crore in FY13 

 Disinvestment target set at Rs.55,814 crore in FY14; split as Rs.40,000 crore under National 

Investment Fund (NIF) to be deployed towards the creation of assets under the plan outlay of 

FY14 Budget and Rs.15,814 crore under regular receipts from disinvestment 

 

Tax Proposals 

 One-time 10% surcharge on incomes more than Rs.1 crore has been introduced for FY14 

 Investment allowance at the rate of 15% to manufacturing companies investing more than Rs.100 

core in plant and machinery during the period FY13-FY15 

 Securitisation Trust to be exempted from income tax 

 Final withholding tax at the rate of 20% on profits distributed by unlisted companies to 

shareholders through buy-back of shares 

 Reduction in rate of Securities Transactions Tax across segments 

 Introduction of Commodity Transaction Tax (CTT) in a limited way. Agri-commodities not under 

purview of CTT 

 

Policies and Reforms 

 Modified provisions of GAAR to come into effect from April 1, 2016 

 The Constitutional Amendment Bill and GST law to be taken forward this year 

 Food Security Bill expected to be implemented in FY14 

 

Sector Spending 

 Rs.37,330 crore has been allocated to the Ministry of Health & Family Welfare  

 Allocation of Rs.80,194 crore is made for Ministry of Rural Development, an increase of 46% over 

FY13 (RE)  

 Agriculture spending has been increased by 22% to Rs 27,049 crore for FY14  

 Allocation for Defence increased by 14.1% to Rs.203,672 crore including Rs.86,741 crore for 

capital expenditure  
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Agriculture 

 FY13 total food grain production seen at over 250 million tonnes  

 Plan outlay for Ministry of Agriculture increased by 22% to Rs.27,049 crore   

 FY14 target of agriculture credit is Rs.700,000 crore  

 Rs.3,415 crore provided for agriculture research  

 Continuation of lower farm interest rate (at 7%) and interest rate subvention of 3% for prompt 

paying farmer, extended for crop loans borrowed from private sector scheduled commercial banks  

 Rs.5,000 crore allocated to NABARD to finance construction for warehousing and godowns 

 

Higher direct flow of credit to agriculture will help to improve the production and logistics for 

various crops. The continuation of interest rate subvention for this community is timely given that 

we have had pressures on farmers last year on account of monsoon failure in certain areas. The 

inclusion of private sector banks in the scheme will help the overall sector. The government’s 

interest subsidy outgo is projected to increase by 8.7% in FY14 to Rs.8,061 crore. The interest 

subsidy for providing short-term credit to the farmers has been set at Rs.6,000 for FY14, up from 

the revised estimate of Rs.5,400 crore in FY13. The slew of initiatives and outlays for the agri-

sector would aid in increasing productivity and overall growth of the sector. 

Infrastructure 

There is a need for new and innovative instruments to mobilize funds for investment in Infrastructure 

sector.  

 Infrastructure Debt Fund (IDF) to be encouraged  

 IIFCL to offer credit enhancement 

 Infrastructure tax free bonds of Rs.50,000 crore in FY14 

 Raising corpus of Rural Infrastructure Development Fund (RIDF) to Rs.20,000 crore  

 

Investments in the 12th Five Year Plan for infrastructure is set at Rs.55 lakh crore, approximately 

47% of which is expected from the private sector. The allocation of tax-free bonds, setting up of 

IDF’s and credit enhancement provided by IIFCL would help facilitate financing of 

infrastructure projects and thereby help funding for the sector. 
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This will also aid the development of the debt market. The companies can now be encouraged to 

raise debt with IIFCL help. Also the float of the tax free bond will help investors look for long 

term investment with stable returns. Given that interest cycle could turn around this could be 

effective to lock into an interest rate regime.  

Revenue Receipts 

The revenue-side does not witness any dramatic changes in Budget 2013-14 when compared with last 

year; given that the current macro-economic scenario has left little room “to give away tax revenues or 

raise tax rates”. While it has been regarded as premature to change personal income-tax slabs, the 

exception been an introduction of a surcharge on incomes over Rs.1 crore, modifications in indirect 

taxes have been scattered covering only certain select commodities and services. 

The objective is to retain the current size of the tax net. Simultaneously, the rationale for not majorly 

tweaking the tax structure comes from the underlying assumption in revival of economic and business 

activity that is further expected to lend buoyancy to tax revenue flows during the year. 

Table 1: Tax Measures 

Tax Measures 2013-14 

Direct Taxes 

     Personal Income-Tax Slabs  Retained as per Budget 2012-13 

 Surcharge of 10% on individuals whose taxable 
income is above Rs.1 crore. One time surcharge. 

 Tax credit of Rs.2,000 to persons with income up 
to Rs.5 lakhs 

    Corporate taxes  Increase surcharge from 5% to 10% on domestic 
companies whose taxable income exceeds Rs 10 
crore 

 In case of foreign companies increase in 
surcharge from 2% to 5%, if taxable income 
exceeds Rs.10 crore 

    Dividend Distribution Tax  Surcharge increased from 5% to 10% 

Net revenue gain  

(direct taxes) 

Rs.13,300 crore 

(Rs.4,500 crore loss)* 
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Indirect Taxes 

   Central Excise Duty  Retained at 12% 

   Service Tax  Retained at 12% 

  Peak Customs Duty on non-
agricultural goods  

 Retained at 10% 

  Net revenue gain  

(indirect taxes) 

Rs .4,700 crore 

(Rs.45,940 crore)* 

Impact of Overall Tax Proposals 

Net revenue gain Rs.18,000 crore 

(Rs.41,440 crore)* 

Gross Tax Revenue Rs.12,35,870 crore 

(Rs.10,77,612 crore)* 

  *Figures in parenthesis correspond to budgeted numbers from the previous year i.e.2012-13 (BE) 

 

Implications: 

 The levy of one-time surcharge would help meet fiscal deficit targets in the immediate term. It is 

expected to act as a mere supplement to regular revenue flows. Caution lies in the fact that this 

comfort would not be available in ensuing years and fiscal consolidation plan in such a scenario 

needs to be credible and well-defined.  

 Growth in corporation tax is budgeted at around 17.0% in FY14 over the previous year, 

indicating that the government is expecting a revival in both business activity and 

consumer demand, such that both sales and bottom-lines of companies grow at robust 

rates. This also commensurately reflects in buoyancy of excise duty. 

 Boost in customs duty collections would be based on increased trade activity. Given the gradual 

recovery in global economic conditions such trade flows could get the much required fillip in the 

upcoming fiscal. 
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 Growth in non-tax revenues would be impacted by dynamics of the government providing to 

further capitalise PSU banks in the face of new banking norms coming into play. The government 

would be infusing equity into PSU banks to meet that CRAR requirement of Basel III and this 

could improve dividend income for the exchequer. 

 The move to increase excise duty on non-essentials (such as cigarettes, cigars) and luxury items 

(SUVs, mobile phones priced at more than Rs.2,000) and service tax on leisure (A/c restaurants) 

again aims to garner higher revenues by targeting a specified class of consumers rather than 

heavily impacting all consumers across the board. 

 The resolve to move towards GST appears stronger with the Constitutional Amendment Bill and 

GST law expected to be taken forward this year. The allocation of Rs.9,000 crore towards the first 

instalment of the balance of CST compensation in this year’s budget would perhaps function as a 

tool for incentivising state governments to move towards the new tax regime. 

There is one grey area, however, in the non tax revenue, where income from communication services 

is to be Rs.40,847 crore in FY14. Last year it was targeted at Rs.58,217 crore of which Rs.19,441 crore 

was realised. Assuming half of this revenue for FY14 is through non-spectrum, there is an implicit 

assumption of the other half being raised through spectrum sale. 

 

Overall, tax revenues are budgeted at 10.9% of GDP in FY14, when compared with 10.4% in FY13. 

Given the limited change in tax structure, the estimated increase in tax revenues would be modest and 

hence, appears realistic. In general, an improvement in overall GDP would create space for 

enhancement in tax revenues. Tax revenue flows would play an important role in attaining the fiscal 

deficit target of 4.8% in FY14, particularly in the context of a high disinvestment target that may not 

entirely come through. 
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Expenditure Measures 

Total Budget expenditure is projected to decline 8.1% in FY14 compared to that in FY13 (RE), 

keeping in line with the broad commitments made by the Finance Minister of curtailing expenditure 

with the overall aim of fiscal consolidation, essential for retaining and attracting foreign investments 

into the country and to boost investor confidence.   

Total plan expenditure allocation has increased by 16.4% for FY14 (BE) over FY13 (RE), with non-

plan expenditure showing an increase of 10.8%. In terms of percentage share in total expenditure, 

non-plan expenditure has been estimated to decline to 66% in FY14 (BE) from 70% in FY13 (RE). 

The decline in the subsidies component of non-plan expenditure by 10.5% to Rs.220,971 core is the 

chief contributors to the decline in non-plan expenditure.    

 

Table 2: Expenditure (Rs. crore) 

Expenditure FY12 FY13(RE) FY14(BE) 

Non Plan Expenditure 8,91,990 10,01,638 11,09,975 

  Subsidies 2,11,319 2,47,854 220,971 

  Pensions 61,166 63,836 70,726 

Plan Expenditure 4,12,375 4,29,187 5,55,322 

Total Expenditure 13,04,365 14,30,825 16,65,297 

 

Subsidies 

 Subsidy bill for FY13 RE stood at 2.6% of GDP and is expected to be 2% of GDP in FY14(BE) 

 The major contributors to this reduced levels in subsidies has been the decline in petroleum 

subsidy by 32.91%. Fertilizer subsidy has been retained at previous levels while food subsidy has 

seen an increase of 5.8% to Rs.90,000 crore  in FY14. 

Other Announcements 

 Rs.14,873 crore allocated for JNNURM as against Rs.7,383 crore in FY13, significant portion used 

to support the purchases of buses 

 Allocation for Defense increased to Rs.203,672 crore, including Rs.86,741 crore for capital 

expenditure 

 Allocation to the tune of Rs.33,000 crore has be made towards MGNREGA 
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 Proposal for Pradhan Mantri Gram Sadak Yojna (PMGSY) II and funds to be allocated that 

would benefit states such as Andhra Pradesh, Haryana, Karnataka, Maharashtra, Punjab and 

Rajasthan  

Implications: 

    The changes in the subsidy components/regime can be viewed as a move to target spending 

by the governments based on the its underlying aim of expenditure rationalization and 

maintenance of social equality demands.  

Deficit Position 

Table 3: Deficit Position (as a % GDP) 

 FY12 (A) FY13 (RE) FY14 (BE) 

Fiscal Deficit    5.7 5.2 4.8 

Revenue Deficit 4.4 3.9 3.3 

Effective Revenue Deficit 2.9 2.7 1.8 

Disinvestment (Rs crore) 18,088 24,000 55,814 

     

Fiscal deficit is estimated to be Rs.542,499 crore in FY14. It was Rs.520,925 crore in FY13 (RE) and 

Rs.515,990 crore in FY12.  

Effective Revenue Deficit is defined as the difference between revenue deficit and grants for creation of 

capital assets. This bifurcation helps in reducing the consumptive component of revenue deficit thereby 

creating space for increased capital spending. The revenue deficit stood at 3.9% in FY13 and is budgeted 

at 3.3% in FY14, with the effective revenue deficit budgeted at a much lower 1.8%. 

In the long-term, the government further targets fiscal deficit to be brought down to 3.0%, revenue 

deficit to 1.5% and effective revenue deficit to 0% by 2016-17. 

Performance on the disinvestments front stands nearer to budgeted estimate amount of Rs.30,000 crore 

in FY13, where the State is expected to mobilise Rs.24,000 crore of funds. The budget estimate for the 

same in FY14 stands at Rs.55,814 crore. This is further bifurcated into Rs.40,000 crore under National 

Investment Fund (NIF) which is to be deployed towards the creation of assets under the plan outlay of 

FY14 Budget and Rs.15,814 crore under regular receipts from disinvestment. This is through offloading 

shares in non-government companies.  
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Implications: 

 The Finance Minister is seen likely to deliver on his commitment to containing the fiscal deficit. 

The attainment of the targeted 4.8% of GFD (as a percentage of GDP in FY14), would be 

contingent on the overall growth of the economy and the consequent increases in revenue. With 

no major changes on the taxation and revenue front, growth in the same would have to be robust 

enough to help meet this target.  

 The aggregate disinvestment target of Rs.55,814 crore appears to be set a rather high level, 

particularly against the backdrop of current market conditions and consequent response to the 

same. The dedicated Rs.40,000 crore of disinvestment flows having been earmarked for dedicated 

asset creation would substantially help supplement the government expenditure programme as and 

when it comes through, but a slippage is an impending threat. If this works then capital markets 

will get a fillip. However, the willingness and ability to disinvest is contingent on state of the 

markets.  

Fiscal Consolidation 

Table 4: Borrowing Position (Rs. crore) 

 FY12 (A) FY13 (RE) FY14 (BE) 

Internal Borrowings 

Net Borrowings 436,211 467,384 484,000 

Gross Borrowings 509,796 558,000 629,009 

Repayments 73,585 90,616 145,009 

External Borrowings 

Net Borrowings 12,449 2,214 10,560 

Gross Borrowings 26,034 18,491 27,646 

Repayments 13,586 16,276 17,086 

 

The long-term gross internal market borrowing programme of the government is envisaged at 

Rs.629,009 crore for FY14, marking an increase of 12.7% over the last year. Gross external market 

borrowings have been estimated to grow by 49.5% to Rs.27,646 crore in FY14. In terms of net 

borrowings, in FY14 the Government is likely to borrow Rs.484,000 crore, 3.5% more than the 

Rs.467,384 crore in FY13. This will include the buy back of Rs.50,000 crore that will include the buy 

back of illiquid securities.  
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Public debt for FY14 is expected to increase by 14.8% to Rs.4,486,172 crore, of which internal 

debtstock accounts for approximately 96% (Rs 43,03,310 crore). The share of external debt in public 

debt is expected to increase in FY14, with the outstanding stock aggregating to Rs.182,862 crore. This 

would be possible due to higher exposure to FIIs. 

 

Implications 

 The government has budgeted for a higher increase in its government borrowing programme in 

FY14 (by 12.7%) vis-à-vis an increase of 9.6% in FY13. This would stand to support attainment of 

the lower fiscal deficit target of 4.8% in the event that revenue receipts slippages surface during 

the year. 

  Bank borrowings from the RBI (through LAF) have been around Rs.100,000 crore or more for 

most part of FY13. Given a higher government borrowing programme in FY14 (when compared 

with FY13 (RE)), sustained liquidity pressures and hardening of interest rates could be expected 

going forward.IN case there is a spurt in credit outflow or slowdown in deposits. 

 

Interest Payments Burden 

Table 5: Interest Payment of the Government 

Rs crore FY12 FY13(RE) FY14(BE) 

Interest payments 273,150 316,674 368,684 

Growth (%) 16.7 15.9 16.4 

Interest/ Revenue Receipts (%) 36.3 36.3 34.9 

 

The government’s interest payment burden increased by 15.9% to Rs.316,674 crorein FY13 (RE). 

Budget 2013-14 estimates a higher increase of 16.4%, with interest payments burden amounting to 

Rs.368,684 crore. 

 

Implications: 

 The average rate of interest on the government debt is expected to increase from 6.6% in FY13 to 

6.9% in FY14. Furthermore, the government’s market borrowings are expected to grow by 

Rs.17,000 crore. The implication is that the budget assumes cost of borrowing will remain high in 

FY14. 
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    In a nutshell, the Union Budget for 2013-14 has focused on sustainable development, keeping in 

mind the objective of inclusive growth. A vital point to be noted is the plan for fiscal consolidation, 

with the government targeting to cap fiscal deficit at 4.8%. The onus lies on robust growth in 

GDP, buoyancy of revenue flows and inflows through non-tax revenues receipts. Slippage on 

account of non-tax revenue and disinvestment (which in turn crucially depends on a revival of 

markets) is an impending threat. There remains a possibility of curtailment of expenditure in order 

to cap the deficit gap. In such a scenario, project expenditure would likely be adversely affected, 

which is in turn a crucial determinant of growth in itself. 
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The Railway Budget for 2013-14, while emphasizing on its priority to increase rail safety and security, 

also seeks to raise investment in modernization and upgradation of rail infrastructure. The rail budget 

has also proposed a plan outlay of Rs.63, 363 crore for the railways, the highest ever outlay by far. 

This in a way is persistence in the thrust of Railways to improve structures and systems, and hence 

signifies ‘continuity’ in ideology. This is understandable given that the area to be covered is large, 

given the entire perimeter of the railways, and there can only be small efforts put in every year to 

improve the overall system of the department.  

 

The Railway Minister has envisaged four focus areas for the coming year – safety, consolidation, 

passenger amenities and fiscal discipline.  

 

Highlights 

 Increase in freight charges by  approximately 5% 

 67 new Express trains to be introduced 

 26 new passenger services to be introduced  

 Elimination of 10,797 level crossing during 12th Plan 

 Setting up of Railway Energy Management Company (REMC) to harness potential of 

solar and wind energy  

 Highest ever plan outlay of Rs.63,363 crore that would be financed through  

o Gross budgetary support – Rs.26,000 crore  

o Railway safety fund – Rs.2,000 crore  

o Internal resources – Rs 14,260 crore  

o Extra budgetary resources – Rs.21,103 crore, which includes market borrowing 

of Rs.15,103 crore and PPP of Rs.6,000 crore  

 500 km new lines, 750 km doubling, 450 km gauge conversion targeted in FY14  

 

 

 

RAILWAY BUDGET FY14 
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Financial Performance FY13 

 Loading target reduced by 18 MT to 1,007 MT  

 Gross traffic receipts revised to Rs.125,680 crore, lower by Rs.6,872 crore over budget 

estimates 

 Working expenses retained at BE level of Rs.84,000 crore 

 Pension payments increased by Rs.1,500 crore to Rs.20,000 crore 

 Current dividend liability to be fully discharged.  

 Excess of receipts over expenditure of Rs.10,409 crore as against the budget amount of   

Rs.15,557 crore  

 Operating ratio of 88.8% as compared with 94.9% in FY12 

 

Budget Estimates FY14 

 Freight load of 1,047 MT  

 Passenger growth pegged at 5.2%  

 Gross receipts – Rs.1,43,742 crore  

 Ordinary Working Expenses – Rs.96,500 crore 

 Dividend payment estimated at Rs.6,249 crore  

 Operating ratio estimated at 87.8%  

 Fund balance expected to exceed Rs.12,000 crore  

 

Implications 

 The highest ever allocation of Rs.63,363 crore, would be used in building strong infrastructure. 

This will mean several initiatives in terms of safety enhancement, additional connectivity, 

railways tracks, technological improvements etc.  

o This could have a positive impact on various sectors such as cement, steel, engineering, 

construction, etc; these are the sectors which typically have backward linkages with any 

such initiatives.  

 The increase in the freight rates which would be linked with the diesel price movements would 

add to the burden of price of products which use railways for transportation purposes. Given 

that the Finance Ministry has made it clear that the price of diesel will be adjusted upwards on 

a regular basis, the impact would tend to be escalated over the year.  
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o This would be inflationary as the cost of freight traffic would go up which will feed 

into the prices of commodities. It will affect raw materials, finished goods and 

agricultural products in particular. The last is serious because the food inflation rate is 

already high at 19% plus, and such increase in transport costs will keep it at elevated 

levels. 

o There is unlikely to be migration of traffic to roads as road freight charges would also 

be typically going upwards when the price of diesel goes up. It should be remembered 

that when transport costs go up, they would feed into the prices of all commodities 

and hence the impact would be significant.  

 There will be some concern on the attainment of the revenue targets given that it is based 

more on higher traffic on both passenger and freight which is based largely on the state of the 

economy, which needs a boost to justify these targets. While no GDP growth number has 

been specified in the Budget, it is assumed that the growth in 2013-14 would be upwards of 

6% - 6.5% to justify these revenue flows. For this to happen, significant changes have to take 

place in the investment environment, for which the government may have to do a lot on the 

policy front to enable the same.  

 The goal of operating ratio coming down to 87.8% would be strained in case of the revenue 

target not being attained. This is one of the efficiency parameters for the Railways and it has 

been assumed that notwithstanding the enhanced spending on various schemes, the operating 

ratio would improve.   

 Market borrowing of Rs.15,103 crore during FY14, when compared with Rs.5.7 lakh crore of 

the central government borrowing targeted for this fiscal, seems to be a small amount.  

o This would also mean that we may expect additional bonds to be floated in the market 

this year. The pricing of the same and the tax benefits to be conferred would be critical 

for this fructification.  
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Industry Snapshot 

 The automobile industry is sensitive to economic cycles. Factors like interest rates, fuel prices, 

disposable income, inflation, consumer confidence etc have strong influence on the industry 

demand. However, the extent of cyclicality differs across passenger vehicles (PV), commercial 

vehicles (CV) and two-wheeler (TW) industry. For instance, medium and heavy commercial vehicle 

(M&HCV) along with the PV industry is highly sensitive to factors like interest rates, fuel prices 

and consumer spending whereas TW and light commercial vehicles (LCV) are comparatively less 

sensitive to the aforesaid factors.  

 The PV industry bore the brunt of economic slowdown during FY13 on account of high interest 

rates coupled with high inflation and spiralling fuel prices. The CV industry was worst hit in FY13 

witnessing sharp drop in growth levels compared to previous two fiscals. This drop in growth levels 

was mainly due to significant decline observed in the demand for M&HCVs, however healthy 

demand for LCV helped to offset the negative impact to some extent. The TW industry managed a 

moderate growth due to low dependence on financing and support from rural demand. 

 In a year when vehicle sales were trembling, UV segment witnessed growth of around 50 per cent. 

The UV segment was benefited due to emergence of affordable mini UV segment with some 

successful launches like Duster, Quanto and Ertiga, combined with vast offerings in diesel category 

coupled with shifting consumer preference towards more powerful and spacious vehicles. In the 

similar fashion LCV segment was able to buck the trend and posted a healthy growth on account of 

increasing demand for small commercial vehicles (SCVs). 

 While the fundamentals for the sector remain intact, growth is currently constrained by the general 

economic slowdown. Interest rates, fuel pricing, infrastructure and agriculture spending would be 

decisive factors for the automobile sector to emerge out of the current slump in the short term. 

 

 

 

AUTOMOBILE 
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 Duty Structure  

Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

Passenger cars 

 Old 

 New 

Two wheelers 

 Old 

 New@ 

 

105 
 

75 

 

105 

60 

 

105 
 

100 

 

105 

75 

 

 

 

 

 

 

 

Passenger cars, 

UV and MPV  

 Small Cars 

 Other Cars* 

 Other Cars# 

 SUV 

 

 

12 

22 

27 

27 

 

 

12 

22 

27 

30 

 

 

 

 

 

CV  

(Old & New) 
10 10 

 
 Hybrid Vehicles 5 5 

  
 

  
Buses 12 12 

  

 

  
Trucks 

12+ 

Rs10,000 

12+ 

Rs10,000 


  
 

  
Two-wheeler 12 12 

  
 

  
Three-wheeler 12 12 

 

*Indicates cars which have engine capacity more than 1,500cc in case of diesel and 1,200cc in case of petrol and length 

exceeding 4 meters. 

#Indicates cars having engine capacity more than 1,500cc in case of diesel cars and 1,200cc in case of petrol and length 

exceeding 4 meters. 

Definition of SUV as per central excise department is a vehicle with engine capacity greater than 1,500cc, length 

exceeding 4000mm and ground clearance 170 mm and above 

@ Indicates motorcycle with engine capacity > 800 cc 
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Proposal and Impact 

Budget proposals Impact on the industry 

Proposed sanction of Rs.14,983 crore under 

JNNURM Scheme 

This move provides a relief on the backdrop of 

sluggish demand in the bus segment of CV industry. 

The sanctioned amount will be utilized to purchase 

upto 10,000 buses in FY14. 

Hike in basic excise duty for Sports utility 

vehicle from 27 per cent to 30 per cent  

The demand for SUVs mainly comes from the 

affluent consumers and tour operators. The hike will 

have a lower impact on the overall demand, as 

Government’s decision to keep tour operators (the 

major consumer class) untouched from the hike 

significantly limits the negative impact on the demand 

for the segment. 

Hike in agriculture credit from Rs.5,75,000 

crore to Rs.7,00,000 crore and extension of 

interest rate subvention scheme for crop 

loans & extension of the scheme to private 

sector banks 

Improved rural liquidity, thereby push demand for 

Tractors and Two-wheelers northwards. 

Increased allocation for MNREGS at 

Rs.33,000 crore from Rs.31,000 crore 

Improve employment levels in rural areas, thereby 

push demand for two-wheelers.  

Impact on companies 

Company Impact Comments 

MSIL 
 

 Proposal to increase the rate of tax on payments by the way of royalty 

and fees for technical services to non residents from 10 per cent to 25 

percent would impact the company’s profitability to a certain extent.  

 The company would remain untouched by rise in the excise duty of 

SUV, as MSIL’s flagship UV model “Ertiga” has an engine capacity less 

than 1,500 cc. 

TML 


 The hike in import duty on luxury cars from 75 per cent to 100 per cent 

may impact the sales of Jaguar and Land Rover by some extent.  

 The hike in basic excise duty for Sports utility vehicle (SUV) from 27 

per cent to 30 per cent will affect the demand for Sumo, Safari Storme 

and Aria  

 Proposed sanction of Rs.14,983 crore under JNNURM will fuel bus 
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segment sales. 

 Rise in allocation towards infrastructure to push demand for tippers. 

 Reduction in excise duty on chassis from 14 per cent to 13 per cent will 

benefit marginally.  

M&M 


 The hike in basic excise duty for Sports utility vehicle (SUV) from 27 

per cent to 30 per cent may impact SUV demand that comprises 

significant portion of the company’s sales.  

 The tractor business of M&M is likely to benefit due to the 

continuation of interest subvention scheme. 

 Rise in allocation towards infrastructure to push demand for tippers. 

ALL 


 Proposed sanction of Rs.14,983 crore under JNNURM will boost the 

passenger carrier (PC) segment  

 Reduction in excise duty on chassis from 14 per cent to 13 per cent will 

benefit marginally. 

 Rise in allocation towards infrastructure to push demand for M&HCV 

HMCL 


 The company is likely to benefit due to continuation of interest 

subvention scheme along with increase in MNREGS scheme which will 

push the rural income levels and subsequently aid in the rise in sales of 

two-wheelers.  

BAL 


 The continuation of interest subvention scheme along with increase in 

MNREGS scheme will push the rural income levels and subsequently 

aid in the rise in sales of two-wheelers. However, significant portion of 

BAL’s two-wheeler sales comprises of urban market which is not 

benefited by these schemes.  
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 Industry Snapshot  

Banking 

In the backdrop of subdued economic activity and weak corporate top line during 9M FY13, the 

banking sector witnessed deceleration in credit and deposit growth as well as some moderation in 

profitability indicators. Total credit for Scheduled Commercial Banks (SCBs) registered a y-o-y growth 

of 16.% to reach Rs.50,512 billion as on January 25, 2013. The non-food credit growth has been 

declining since December 2010 on account of host of issues. On the demand side, higher cost of 

borrowings, policy paralysis and the resultant postponement in projects impacted the credit demand 

from corporates. While on the supply side, risk aversion on part of banks due to credit slippages and 

rise in quantum of restructured debt impacted the credit growth.   

In addition, consistent high interest rates have impacted the debt repayment capacity of corporates 

thereby resulting in asset quality deterioration and rise in the quantum of restructured assets across the 

banking sector. On a y-o-y basis, Gross NPAs have grown by 42.6% from Rs.1.28 trillion as of 

December 31, 2011 to Rs.1.83 trillion December 31, 2012. On a relative basis, gross NPA ratio has 

increased from 2.88% at the end of December 2011 to 3.53% as on December 31, 2012. On the 

restructuring front, the total outstanding restructured assets in the banking system increased to Rs.3.2 

trillion as on December 31, 2012, up 23% YTD in comparison to March 2012 level. Restructured 

assets as a percentage of advances reached 6.1% as on December 31, 2012 as compared to 5.4% as on 

March 31, 2012. 

Margins of banks also saw some pressure on account of rise in cost of deposits and interest 

reversals/sacrifices on account of weakening asset quality parameters. Capital Adequacy of banking 

system however continued to be comfortable above 12% as of December 31, 2012. 

 

NBFC 

Total assets of the NBFC sector witnessed good growth during FY12 even amidst uncertainty in the 

global markets. As per RBI’s report on trends and progress of banking in India (2011-12), total assets 

of NBFCs (excluding non-systemically important non-deposit accepting small NBFCs that account 

BANKING AND FINANCIAL SERVICES 
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for less than 10% of the sector) increased from Rs.7.61 lakh crore in FY11 to Rs.9.21 lakh crore in 

FY12, witnessing a y-o-y growth of 21%. There was deterioration in asset quality for NBFC-Ds 

(deposit-accepting NBFCs category as Gross NPA ratio (Gross NPA / Gross Advances) increased 

from 0.7% for FY11 to 2.1% for FY12. Gross NPA ratio for NBFC-ND-SIs (non-deposit accepting 

systemically important NBFC) also increased to 2.08% at end-FY12 as compared with 1.72% at end-

FY11. However, NBFCs have improved their risk profile by reducing the asset-liability mismatches as 

well as reducing exposure to unsecured lending. Going forward NBFCs are expected to maintain the 

growth momentum along with the overall economic growth. 

 

Insurance 

Domestic non-life insurance industry grew at 24.19% in 2011-12, with the total premium collection at 

Rs.52,876 crore as against Rs.42,576 crore in the previous year. Motor insurance with 45.84% of total 

premium and Health insurance with 22.27% of total premium were the major segments of the non-life 

insurance industry. The share of four public sector players - National India, New India Assurance, 

Oriental Insurance and United India stood at 57.8%. Gross premium in the life insurance sector 

decreased y-o-y by 1.57% during FY12 with 4.52% decline in premiums of private life insurers and 

0.29% fall in premiums of LIC. New regulatory requirements by IRDA with respect to ULIPs affected 

the growth of the sector with a 36.12% decline in ULIP premiums during FY12 leading to decline in 

ULIP’s share in total premium to 24.26% during FY12 from 37.38% in FY11. However the impact is 

expected to be a medium-term adjustment as long-term growth will be driven by increasing 

penetration levels in India that are still low compared to other countries. In terms of market share LIC 

still continues to have the dominant market share of 70.68%. 

 

Mutual Funds 

Total AUM (monthly average) of the industry increased by a modest 5% y-o-y to Rs.7.47 lakh crore as 

on September 30, 2012 impacted by the overall volatility in the stock markets and tight liquidity 

conditions.  
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 Proposal and Impact 

Budget proposals Impact on the industry 

Proposed capital infusion of Rs.14,000 crore 

in  Public Sector Banks in 2013-14 

Expected to help Public Sector Banks achieve the 

Basel III capital adequacy levels 

Infrastructure tax-free bonds allowed upto 

Rs.50,000 crore to be issued. 

Boost to the infrastructure segment as well as the 

companies eligible to issue such bonds as the same 

would help reduce cost of funding  

The Rajiv Gandhi Equity Savings Scheme 

liberalised to enable the first-time investor 

to avail tax benefits by investing in mutual 

funds /or listed shares in three successive 

years. The income limit of the first time 

investor raised from Rs.10,00,000 to 

Rs.12,00,000 

Aimed at increasing the retail participation in 

equity/MF segment 

Person taking a loan for his first home from 

a bank or a housing finance corporation up 

to Rs.25,00,000 during the period 1.4.2013 

to 31.3.2014 will be entitled to an additional 

deduction of interest of up to Rs.100,000. 

Expected to improve the housing loan demand in Tier-

II & III cities thereby positively impacting the 

banks/Housing finance companies 

Additional  budgetary support of Rs.100 

crore provided to India Microfinance 

Equity Fund set up by SIDBI 

Credit positive for the sector as it will bolster their 

equity capital 

Allocation of Rs.500 crore to SIDBI to set 

up a Credit Guarantee Fund for factoring. 

Positive for factoring companies specially given the 

largely unsecured nature of factoring transactions 

Rural Housing Fund set up through the 

allocation to Rural Housing Fund set up 

under National Housing Bank raised from 

Rs.4,000 crore to Rs.6,000 crore. The 

budget also proposes setting up of Urban 

Housing Fund with a corpus of Rs.2,000 

crore under NHB. 

Expected to provide a fillip to rural and affordable 

housing  

Insurance companies will be empowered to 

open branches in Tier II cities and below 

without prior approval of IRDA 

Insurance Companies stand to benefit on account of 

the simplification on the branch opening processes 

The list of eligible securities in which 

Pension Funds and Provident Funds may 

invest will be enlarged to include exchange 

traded funds, debt mutual funds and asset-

backed securities 

Broadening of investor base would help increase market 

volumes 
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Impact on companies 

Segment Impact Comments 

Banking Sector 
 

Positive on account of capital infusion in PSU banks 

Housing Finance 

Companies 


Positive on account of higher fund allocation to 

urban/rural housing fund set up by NHB and tax deduction 

benefit of additional Rs.1,00,000 on loans up to Rs.25,00,000 

Non Bank Finance 

Companies 
Positive due to sourcing of long-term funds by issuance of 

tax-free bonds  

Microfinance 


 Positive due to additional budgetary support of Rs.100 crore 

provided to India Microfinance Equity Fund set up by 

SIDBI 

Insurance 


 Positive on account of simplification on the branch opening 

processes 
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Industry Snapshot 

 The Indian cement industry recorded a moderate growth in dispatches at approximately 6% on a 

y-o-y basis in FY12. The slowdown in the real estate sector and delay in the take off of the various 

infrastructural projects owing to the spiralling cost of capital hit the cement consumption in the 

last fiscal. Considering the first nine months of FY13, cement production has registered a growth 

of approximately 6.1% on a y-o-y basis.  

 Long-term cement demand in the country is expected to remain intact. The increasing focus of the 

GoI on the infrastructure development and promotion of low cost affordable housing in the 

country will provide impetus to the growth of cement consumption. 

 Average cement prices increased by approximately 10% from Rs.253 per bag in FY11 to Rs.278 

per bag in FY12. Considering the first nine months of FY13, the average cement prices have 

increased by approximately 15% on a y-o-y basis to Rs.331 per bag. 

 The cement industry has been grappling with cost pressure in FY13 due to rise in the raw material 

cost, freight charges, etc. However, the industry has managed to pass on the higher input cost 

through a series of price hikes in the past few months. 

Duty Structure  

Excise 

Duty  
Before After Impact 

Retail 

 

12% ad-

valorem* 

+ Rs.120 

per tonne 

12% ad-

valorem* 

+ Rs.120 

per tonne 



 

Bulk 12% ad-

valorem* 

12% ad-

valorem* 
 

Clinker 12% ad-

valorem 

12% ad-

valorem 
 

   * An abatement of 30% on the Retail Sale Price 

CEMENT 
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 Proposal and Impact  

Budget proposals Impact on the industry 

The custom duty on steam coal has been increased 

from 0% + 1% CVD to 2%+ 2% CVD. 

This will lead to rise in power and fuel cost as 

the industry has to rely on imported coal 

and so is negative for the industry. 

Allocation towards JNNURM has been increased 

from Rs.7,383 crore to Rs.14,873 crore. 

 

 

 

 

 

 

The enhanced allocation to different 

infrastructure projects and continued focus on 

development of low cost and affordable 

housing in the country will lead to rise in 

cement demand in the long run.    

GoI has allocated Rs.21,700 crore towards PMGSY. 

It has also proposed to carve out PMGSY-II and 

allocate a portion of the funds to the new 

programme that will benefit states such as Andhra 

Pradesh, Haryana, Karnataka, Maharashtra, Punjab 

and Rajasthan. 

Allocation towards RIDF has been set at Rs.20,000 

crore.   

In order to promote home ownership, an additional 

deduction of interest upto Rs.100,000 is proposed on 

a housing loan upto Rs.25 lakh availed in FY14. 

Allocation towards IAY has been set at Rs.15,184 
crore.   

Proposal to establish two new major ports to add 100 
million tonnes of capacity. 

The hike in railway freight through fuel adjustment 
component  

The freight cost is expected to increase by 

about Rs.2-4 per bag which is negative for the 

industry. 

 

Impact on companies 

Company Impact Comments 

UltraTech 
 Government’s focus towards infrastructure 

development and affordable housing is positive for 

the cement players as it will lead to momentum in 

cement demand in the long run. However, the 

increase in custom duty on steam coal and railway 

freight will add to the cost of cement companies 

which will negate the benefit to some extent.    

ACC 


Shree Cement 


India Cement 
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Industry Snapshot   

 Construction is an integral part to support country’s growing need for infrastructure and industrial 

development. In the last six years, Construction as a percentage of gross domestic product (GDP) 

has been in the narrow range of 7.8-8.1%. In FY12, the growth in construction GDP declined to 

5.3% as compared with the growth of 8% registered in FY11. The slowdown in the construction 

was mainly on account of the delay in the project awarding and execution due to environmental 

clearance hurdles, land acquisition issues, political instability in some states etc. Considering first 

half of FY13, the construction GDP grew by 8.8% on a y-o-y basis as compared with the growth 

of 4.7% registered in the corresponding period of the previous year. 

 At the end of Q2 FY13, the multiple of order backlog to the net sales (four trailing quarters) of 

the major construction companies stood in the range of 2.4 to 3.8 times. However, execution of 

the order backlog remains a key challenge for the construction industry.  

 In the last couple of years, the construction industry had witnessed a declining trend of 

profitability margins. On account of slowdown in the revenue growth and elevated input cost, 

PBDIT margin of the construction industry came down to approximately 15% in FY12.  

 In the 12th Five Year Plan, GoI has set an ambitious target of increasing the proportion of 

infrastructure investment to approximately 9.1% of the GDP. This translates into a massive 

investment of more than Rs.50,000 bn. This will augur well for the construction industry, as the 

project awarding and execution progresses across various subsectors of infrastructure. Moreover, 

the outstanding investment in the industrial sector could potentially translate into the effective 

construction opportunity of about Rs.3,700 bn during the period of next 4-5 years. 

Duty Structure  

 Excise Duty (%) Before After Impact 

 Cement 

  

Retail 

 

 

12% ad-valorem* + 

Rs.120 per tonne 

 

 

 

12% ad-valorem* + 

Rs.120 per tonne 

 

 

 Bulk   12% ad-valorem*  12% ad-valorem* 
 

CONSTRUCTION 
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 Steel 12% 12% 
 

  * An abatement of 30% on the Retail Sale Price  

Proposal and Impact  

Budget proposals Impact on the industry 

Allocation towards JNNURM has been increased 

from Rs.7,383 crore to Rs.14,873 crore. 

 

 

 

 

 

 

 

 

The sustained focus of the government on 

infrastructure development through allocation 

towards the schemes like PMGSY, RIDF, IAY, 

JNNURM etc. would be beneficial for the 

construction industry. Also, continued focus of 

the government on the low-cost and affordable 

housing will augur well for the sector. The ease 

in availability of long-term finance for 

infrastructure projects will be positive for the 

construction industry.  

GoI has allocated Rs.21,700 crore towards PMGSY. 

It has also proposed to carve out PMGSY-II and 

allocate a portion of the funds to the new 

programme that will benefit States such as Andhra 

Pradesh, Haryana, Karnataka, Maharashtra, Punjab 

and Rajasthan. 

Allocation towards RIDF has been set at Rs. 20,000 

crore.   

Allocation towards IAY has been set at Rs.15,184 
crore.   

 IIFCL in partnership with the Asian Development 

Bank will be allowed to offer credit enhancement to 

infrastructure companies to provide for the long 

term funds. 

Infrastructure Debt Funds are encouraged, which 

will raise resources and through take-out finance, 

credit enhancement and other innovative means, 

provide the long-term low-cost debt for 

infrastructure projects. 

Government has allowed issue of tax free bonds to 

the tune of Rs.50,000 crore through various 

government infrastructure institutions for the year 

2013-14. 

Inorder to promote home ownership, an additional 

deduction of interest upto Rs.100,000 is proposed 

on a housing loan upto Rs.25 lakh availed in FY14. 

The allocation towards Clean drinking water and 

sanitation has been increased from Rs.13,000 crore 

to Rs.15,260 crore. 

 

Two new major ports will be established to add 100 
million tonnes of capacity. 

 

Impact on companies 
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Company Impact Comments 

HCC 
 

 

The continued allocation towards 

various infrastructure projects is 

expected to result in increased 

order inflow to the construction 

companies. 

NCC 


Gammon India  


IVRCL  
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Industry Snapshot 

 The Indian consumer durable industry can be classified as : 

 

 

 

 

 

 

 

 

             Source: CARE Research 

 The Indian consumer durables market is extremely competitive and fragmented. The industry size 

was about Rs.400 billion during FY12. Global players dominate the industry with around 65 per 

cent market share due to their superior product as well as manufacturing technological. Samsung 

and LG are the dominant players across most of the categories. 

 Factors such as urbanization, changing demographic pattern, rise in income levels, constant 

product up gradation, improved distribution network, reasonably low entry barriers and minimal 

regulatory interference from the government are some of the key drivers influencing growth of this 

sector. The industry has limited control on the prices owing to high competitive pressure. 

However, through operating efficiency and healthy demand scenario the industry players have been 

able to maintain their margins at decent levels. 

  In short to medium term, CARE Research foresees moderation in demand growth (about 4-5 

percent in the next 1-2 years) in consumer durable industry due to uncertainty in economic 

environment caused by some of the factors like high interest rates, spiralling inflation, drop in 

agriculture and industrial output that has subsequently leading to deferment in purchases. However, 

CARE Research estimates the industry to grow in the range of 12 per cent on CAGR basis in the 

CONSUMER DURABLES 

 

 

 

Consumer Durables

White Goods

1. Refrigerators

2. Washing Machines

3. Air Conditoners

4. Audio Equipments

Kitchen Goods/ Brown 
Goods 

1. Mixer/ Grinder

2. Microwave Ovens

3. Irons/ Fans

4. Kitchen Appliances

Consumer Electronics

1. Televisions

2. Mobile Phones

3.MP3/DVD players

4. VCD players
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long term on account of the low rural penetration coupled with increase in the rural disposable 

income.  

 Duty Structure  

Customs Duty (%) Before After Impact  
Excise  

Duty (%) 
Before After Impact 

Refrigerators 

 

10.3 10.3 
 

 

Mobile handsets 

including cellular 

phones having 

retail sale price 

more than Rs. 

2000. 

1.0 6.0 
 

Washing Machine 10.3 10.3 
  

Refrigerators 

 

12.36 12.36 


Television(B/W,colour,
LCD)  

10.3 10.3 
  Washing Machine 12.36 12.36 



Room ACs 
10.3 10.3 

  
Television(B/W,co

lour,LCD) 

12.36 12.36 


 
  

  

Room ACs 
12.36 12.36 



 
  



 

Mobile handsets 
including cellular 
phones having 
retail sale price 
less than Rs. 
2,000. 

1.0 1.0 


Proposal and Impact 

Budget proposals Impact on the industry 

 Excise duty on mobile phones priced more than 

Rs.2,000 raised from 1 per cent to 6 percent. 

 The rise in excise duty on mobile phone will negatively 

impact the demand for high end phones as it would lead 

to about 4-5 percent increase in the cost of cell phones 

and thereby encourage the sales in grey market. 

 However, since mobile phones form a small part of entire 

consumer durable industry and also there are no changes 

proposed in other segments of the consumer durables. 

CARE Research believes neutral impact on the industry. 
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Impact on companies 

Company Impact Comments 

Karbonn, Spice, 

Maxx mobiles, Lava  
The proposed hike in excise duty would negatively impact the  

demand for high-end phones which would consequently impact the 

revenues and hence profit margins of the concerned companies. 

          



 

 
42 

 

 

           IMPACT OF UNION BUDGET 2013-2014   

 

    

Industry Snapshot 

 Education sector in India is a mix of government-operated educational institutions and privately 

operated educational institutes and allied education products and services providers. Educational 

sector is highly impacted by the various government schemes to improve the quality of education 

and government planned expenditure to improve the literacy level in the country.  

 In the past, the government has initiated several schemes including the Sarva Shiksha Abhiyan 

(budgetary allocation of Rs.25,555 crore in 2012) and Rashtriya Madhymik Shiksha Abhiyan 

(budgetary allocation of Rs.3,124 crore in 2012) to improve the quality of education and eventually 

the literacy level in the country. The government’s emphasis on the education sector has also 

provided increasing opportunities for private sector players engaged in providing education and 

also related allied products / services. 

 In the last budget government had proposed to set-up 2,500 schools under the PPP model. The 

same has resulted in greater involvement of the private sector in this sector. 

 The growth in the Indian Education sector would be driven by growing personal disposable 

incomes, increasing government spend and also efforts of government to improve the regulatory 

framework for the education sector.  

 Duty Structure  

Service tax (%) Before After Impact  

Service tax on vocational institutes   12% Exempt   

     

Proposal and Impact 

Budget proposals Impact on the industry 

The budgetary allocation to Ministry of HRD 

for various schemes increased by 17% to 

Rs.65,867 crore for the education sector. 

The government reemphasized its thrust on the 

education with the y-o-y increase in government 

expenditure on the education industry, up-gradation 

of existing schools and universities, scholarships to 

lower income segment of the population, 
Budgetary allocation to Sarva Shiksha Abhiyan 

at Rs.27,258 crore;  

EDUCATION 
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Budgetary allocation to Madhyamik Sihksha 

Abhiyan at Rs.3,983 crore;  

implementation of Right to Education Act. The 

increase in allocation along with other measures 

augurs well for the education industry and for private 

sector companies with increase in inflow of orders 

and more sources of revenues generation.  

Budgetary allocation to provide scholarship of 

Rs.5,284 crore to SC, OT, OBC, Minorities 

and girl children 

Budgetary allocation of Rs.13,215 crore for 

mid-day meal scheme 

Impact on companies 

Company Impact Comments 

Educomp 
 

The increased budgetary allocation to the education sector opens new sources 

of revenues along-with increasing demand of up-gradation of existing 

infrastructure. The increase in budgetary allocation to the education sector is 

expected to result in higher inflow of orders to the private sector players 

especially for companies engaged in Information and Communication 

Technology segment of education. Furthermore, with the increase in the 

budgetary, allocation to the mid-day meal scheme will also result in increased 

orders to players involved indirectly in the education sectors. 

Everonn 
 

Aptech 
 

NIIT 
 

Compucom 

Software  
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Industry Snapshot 

 Fast Moving Consumer Goods (FMCG) are popularly known as consumer packaged goods. 

FMCG can be broadly categorised into different segments viz personal care, household care, 

branded & packaged food and beverages, spirits and tobacco etc. FMCG generally include a wide 

range of products like toiletries, soaps, cosmetics, teeth cleaning products, shaving products, 

detergents, shoe polish, packaged foodstuff etc.  

 The Indian FMCG industry is highly fragmented with large number of unorganised players 

(regional presence), few large domestic producers (for e.g. Nirma, Amul, etc) and global players 

having presence through their subsidiaries (like Hindustan Unilever Limited, Procter & Gamble, 

Nestle etc). The Indian FMCG sector is the fourth-largest sector in the economy. According to 

Confederation of Indian Industries (CII), the size of the Indian FMCG industry was more than 

US$ 33.4 billion in CY12.  

 Factors such as urbanization, changing demographic pattern, rise in income levels, improved 

distribution network, packaging etc have been key drivers of the growth of this sector. Low 

penetration and lower per capita daily consumption indicates opportunity for further growth of this 

industry. Favourable government regulations and ability of producers to pass on the rise in input 

costs along with easy access to raw material have all contributed towards growth of the industry. 

 Considering the current macroeconomic scenario (slowdown in GDP growth, weakening of rupee, 

inflation, high interest rates, etc), CARE Research expects the growth in domestic demand for the 

sector would be impacted to some extent. However, the medium-term prospects for the industry 

would remain healthy on the back of growth expected from rural demand. CARE Research 

estimates the FMCG sector to grow by around 10 per cent on a CAGR basis in short to medium 

term. 

 

 

 

FMCG 
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Duty Structure  

Excise Duty Before After Impact 

Non-filter cigarettes (exceeding 65mm-70mm) 1463(Rs./1000 
sticks) 

1772 (Rs./1000 
sticks) 

  

Filter cigarettes (exceeding65mm-70mm) 1034 (Rs./1000 
sticks) 

1249 (Rs./1000 
sticks) 

 

Filter cigarettes (exceeding 70mm-75mm) 1463 (Rs./1000 
sticks) 

1772 (Rs./1000 
sticks) 

 

Filter cigarettes (exceeding 75mm-85mm) 1974(Rs./1000 
sticks) 

2390 (Rs./1000 
sticks) 

 

Cigar and cheroots 
12% or Rs.1370 

(whichever is 
higher) 

12% or Rs. 
1781 

(whichever is 
higher) 

 

Cigarillos 
12 % or Rs.1370 

(whichever is 
higher) 

12 % or Rs. 
1781 

(whichever is 
higher) 

 

Cigarettes of Tobacco Substitutes Rs.1258 per 
thousand 

Rs.1511 per 
thousand 

 

Cigarillos of Tobacco Substitutes 10% or Rs.1473 
(whichever is 

higher) 

12% or 
Rs.1738 

whichever is 
higher 

 

Proposal and Impact 

Budget proposals Impact on the industry 

Specific excise duty on cigarettes raised by 

about 18 percent and similar increase on 

other tobacco items such as cigars, cheroots 

and cigarillos 

 The hike in excise duty if passed on the end-consumers 

that could marginally impact demand for cigarettes and 

other tobacco products.  

 However, since these tobacco products forms a small 

part of the entire FMCG industry and also there are no 

changes proposed in other segments of the FMCG 

industry CARE Research concludes a neutral impact on 

FMCG industry. 
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Impact on companies 

Company Impact Comments 

ITC, Godfrey,  

VST Industries  
Hike in excise duty would have a negative impact on the revenues due 

to decline in demand for these products as well as negatively impact 

margins as the hike may not be fully passed on to end users instantly. 
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Industry Snapshot 

 The Indian healthcare industry is seen to be less impacted by economic cyclicality. It is mainly 

driven by increasing per capita income leading to greater spending on healthcare; change in 

demographic profile; transition in disease profile, increase in health insurance penetration, and fast 

growing medical tourism market. The hospital industry is the single biggest segment, accounting for 

approximately 70% of total healthcare market. 

 The Indian hospital industry can be broadly categorized as 1) highly fragmented in nature due to 

large presence of unorganized players, 2) capital-intensive with long gestation period, 3) positive 

supply-demand fundamentals, 4) favourable government policies and 5) attractive business model 

for long-term investors with project IRR of 15-17%. 

 The government’s spending on healthcare as a percent of GDP is lower than the emerging market 

countries average due to lower government expenditure on healthcare sector. The government has 

targeted to increase the share of public expenditure on health to at least 2.0%-2.5% by the end of 

12th Five Year Plan (FY13-17).  

 The current functioning of most of the public hospitals is not up to the expectation especially in 

relation to availability, accessibility and quality. Approximately 80% of the hospitalised cases were 

treated by private institutions. Given limited room for significant increase in public spending and 

low faith in the public health system, private institutions are likely to be the major beneficiary of the 

growing healthcare market. 

 

  

HEALTHCARE 
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Duty Structure  

Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

 Healthcare 

equipments 

7.5 

 

7.5 

 
  

 Healthcare 

equipments 

12 12 
 

 

Service Tax 

(%) 
Before After Impact  

 Hospitals Exempt 

 

Exempt 

 
  

 

Proposal and Impact 

Budget proposals Impact on the industry 

 Increase in outlay of Health Ministry 

(NHM, training, research, AYUSH, etc) 

The money is to be spent on meeting various 

programs and missions specifically targeted at 

vulnerable groups. Such spending would help the 

spread of health infrastructure in the under-served 

parts of the country. 

 Establishing at least one office of public 

sector life/general insurer in every town 

with population greater than 10,000  

The best way to increase insurance penetration is to 

establish a sustainable distribution chain and make 

available insurance products to people across the 

country. This would be particularly positive for public 

sector insurers.  

 Expansion of RSBY (Rashtriya Swasthiya 

Bima Yojana) 

The inclusion of categories such as rickshaw, auto-

rickshaw and taxi drivers, sanitation workers, rag 

pickers and mine workers in the scheme would 

increase the demand for healthcare facilities. 
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Outlays for Healthcare sector 

The outlays for the various departments which fall under the domain of the Ministry of Health and 

Family Welfare are detailed below: 

INR Crore 2011-12 2012-13 2013-14 

  Actual Rev. Est. Bud. Est. 

Min. of Health and Family Welfare 23,159 24,894 32,745 

    Dept. of Health and Family Welfare 20,669 22,000 29,165 

    Department of AYUSH* 611 670 1,069 

    Department of Health Research 564 464 726 

    Department of AIDS Control 1,314 1,760 1,785 

*AYUSH: Ayurveda, Yoga & Naturopathy, Unani, Siddha and Homoeopathy 
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Industry Snapshot 

Indian Logistics industry is highly fragmented and can be classified into seven broad categories rail 

freight, Container Freight Stations/ Inland Container Depot, Multi-modal Transport Operator, 

coastal shipping, trucking, warehousing and express logistics. However, over the past few years, the 

concept of third party logistics (3PL) has evolved, which involves bundling of various logistics 

services such as warehousing, inventory management, transportation, freight - forwarding and 

packaging. 

 

The domestic logistics industry is growing at 10%-12% per annum and is currently estimated at 

USD 100-125 billion. The warehousing segment which forms an important constituent of logistics 

value chain is dominated by small players with limited capacity. As of March 2011, India had a 

warehouse space of around 1,800-2,000 million sq ft. However, most of the warehouses in India 

are small in size- between 5,000 and 25,000 sq ft with 80% being less than 10,000 sq ft as compared 

with 250,000 to 1 million sq ft in the US or Western Europe. 

 

The overall cost of the logistics in India is estimated to be approximately 13% of GDP. This is on 

the higher side as compared with approximately 5%-7% of the GDP in other developed nations of 

the world. The reason for the same being structural inefficiencies resulting from poor 

infrastructure, inconsistent tax system, high rail haulage rates, wastages in truck transport due to 

congestion, Octroi duty on truck transportation and no tax incentives. The major growth drivers 

for the sector would be increasing investment in warehousing, CFS/ICD and Multimodal Logistics 

Park, reduction of documentation and introduction of Goods and Service Tax (GST), uniform toll 

policy, granting of infrastructure status to the sector as a whole etc. 

 

 

 

 

LOGISTICS & WAREHOUSING 
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 Duty Structure  

Customs Duty (%) Before After Impact  

Service Tax 12 % 12% 
 

 

Proposal and Impact 

Budget proposals Impact on the industry 

Sanctioned Rs.5,000 crore through 

NABARD for financing construction 

of warehouses, godowns, silos and 

cold storage units designed to store 

agricultural produce, both in the 

public and the private sectors 

T   This will help in enhancing storage capacity. 

Government has decided to constitute 

a regulatory authority for the roads 

sector 

This would mitigate bottlenecks and expedite work on road 

projects hence would enhance quality and network of roads 

which in turn would improve transportation efficiency. 

Additional funds for Delhi Mumbai 

Industrial Corridor (DMIC) would be 

made available by the government on 

requirement basis 

This would expedite work on DMIC and hence further 

improve transportation efficiency. 

Impact on companies 

Company Impact Comments 

Continental Warehousing 

 Corporation (Nhava Sheva),  

National Collateral Management 

Services 

 
No direct impact as there were no big ticket 

announcements related to logistics and 

warehousing industry. 
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Industry Snapshot 

 The Media and Entertainment (M&E) industry is highly fragmented and is classified into various 

segments namely, Television, Print, Film, Radio, Music, Out of Home, Animation and VFX, 

Gaming and Digital Advertising. As per FICCI – KPMG estimates, the Media and Entertainment 

industry grew at 11.7% yoy in 2011 to Rs.728 bn backed by digitalisation, increasing penetration in 

Tier 2 and Tier 3 cities, regionalisation and new media business. Television (45%), Print (29%) and 

Film (13%) continue to be the major contributing sectors to the industry. The advertising segment, 

which is a key contributor to the M&E industry’s revenue (41%), grew at 13% yoy in 2011 to 

Rs.300 bn wherein Print Segment being the largest contributor accounted for 46% of the 

advertising pie.  

 CARE Research estimates that M&E will grow at a healthy rate of 13-14% over the next 3-4 years, 

driven by strong growth in segments like gaming, digital advertising, Radio and Animation & VFX. 

Almost the entire value chain of the TV industry (especially broadcasting and distribution) is 

expected to reap benefits of government’s efforts on digitization on account of increased 

subscription revenues. Print media and films are expected to witness moderate higher single-digit 

growth. Advertising revenue has greater linkage with the economic growth and will be moderate 

considering the overall economic weakness. 

 Some of the key growth drivers for the sector are increasing Digitalisation due to changing 

regulatory policies, Regionalisation, New Media and Social Media. Challenges for the sector like 

piracy and inadequate industry measurement systems leading to revenue leakages are being 

addressed albeit gradually.  

 

 

 

 

 

MEDIA & ENTERTAINMENT 
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Duty Structure  

Customs Duty 

(%) 
Before After Impact  Service Tax (%) Before After Impact 

Set top boxes 5 10 
 

 

Service tax on 

copyright on 

cinematography 

limited only to 

films exhibited in 

cinema halls 

Nil Nil 
 

Proposal and Impact 

Budget proposals Impact on the industry 

    Hike in customs duty on set top boxes from 
5% to 10% 

MSOs and DTH players will have a negative impact 

as the price of set top box (which is mostly imported) 

will go up which they will find hard to pass on 

because of the competition.  

Expansion of private FM services to 294 more 

cities. Auction of 839 new FM radio channels 

Existing players can expand into newer cities 

Continuation of full exemption of service tax 

on copyright on cinematography but limited 

only to films exhibited in cinema halls 

Various players in the value chain of the film industry 

will continue getting the benefits of the service tax 

exemption.  

Impact on companies 

Company Impact Comments 

Den Networks, 

Hathway Cable, 

Dish TV, Sun TV 

 
Hike in customs duty on set top boxes from 5% to 10%. 

Increased customer acquisition costs.  

Eros International 


Continuation of full exemption of service tax on copyright on 

cinematography  

Entertainment 

Network India Ltd 
Will get an opportunity to expand FM services into more cities 

          



 

 
54 

 

 

           IMPACT OF UNION BUDGET 2013-2014   

 

 

Industry Snapshot 

 Demand and prices for base metals are directly correlated with the industrial production. The base 

metal industry is bearing the brunt of the continued weak global macroeconomic environment. 

Muted industrial activity along with sluggish demand outlook from the developed economies is 

putting pressure on the overall demand and subsequently the prices of these metals.  

 Fundamentally, the prices of all base metals depend upon the rate of demand growth and the 

underlying inventory position of a particular base metal. Decrease in the prices of the base metals in 

the last year can be attributed to the muted demand growth on the global front and sufficient 

inventory holding of the underlying base metal. However, the changing socio-economic conditions 

and expected recovery of demand from the Chinese and EU markets is likely to stabilize the 

demand of these metals in the long run. 

 CARE Research expects prices of all base-metals to remain volatile on the back of the ongoing 

macroeconomic development in the Euro zone and the US, Chinese economic outlook and the 

strengthening of the US dollar vis-a-vis the other major currencies in the world. 

Duty Structure  

Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

Bauxite 5.0 5.0  Alumina 10.0 10.0 

Aluminium Scrap 5.0 5.0 
 

 Caustic Soda 10.0 10.0 
 

Alumina 5.0 5.0 
 

 Aluminium Ingots 10.0 10.0 
 

Caustic Soda 7.0 7.0 
 

 Copper Concentrates 10.0 10.0 
 

Aluminium Ingots 5.0 5.0 
 

 Refined Copper 10.0 10.0 
 

Copper 

Concentrates 
2.0 2.0   Zinc Concentrates 10.0 10.0  

NON FERROUS METALS 
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Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

Copper Scrap 5.0 5.0 
 

 Refined Zinc 10.0 10.0 
 

Refined Copper 5.0 5.0 
 

 Lead Concentrates 10.0 10.0 
 

Zinc Concentrates 2.5 2.5 
 

 Refined Lead 10.0 10.0 
 

Refined Zinc 5.0 5.0 
 

 Non-Coking Coal 0 0 
 

Lead Concentrates 2.5 2.5 
 

 Petroleum Coke 10.0 10.0 
 

Refined Lead 5.0 5.0   
Calcined Petroleum 

Coke 
10.0 10.0  

Steam coal 0 2.0 
 

 

Petroleum Coke 2.5 2.5 
 

 

Calcined Petroleum 

Coke 
0 0 

 
 

     

Proposal and Impact 

Budget proposals Impact on the industry 

Levy of export duty at the rate of 10% on 

bauxite. 

The same is likely to have a marginally positive impact 

on the aluminium manufacturers not having captive 

sources of bauxite. However, the export volume is 

not significant and as such the impact is also not 

much. 

Imposition of 4% excise duty on silver 

produced or manufactured during the process 

of zinc and lead smelting. 

Since silver is a by-product for zinc and lead 

manufacturing companies, the companies will now 

have to shell out excise duty of 4% on the silver 

produce. Hence, the impact is likely to be negative 

for the players. 

Increase in customs duty from nil to 2% and 

CVD from 1% to 2% of steam coal. 

The increase in custom duty and CVD on steam coal 

will result in increase in cost of production and as 

such have a negative impact on the non-ferrous metal 

producers.  
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Impact on companies 

Company Impact Comments 

Hindustan Zinc Ltd 
 

The imposition of excise duty on silver produced during zinc and 

lead smelting process is likely to have a negative impact. 

Hindalco Ltd 


The increase in custom duty and CVD on steam coal is likely to 

result in increase in cost of production. 

NALCO 


Sterlite Industries India 

Ltd 
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Industry Snapshot 

 Indian Oil & Gas sector consists of three segments namely Exploration & Production (upstream), 

Midstream and Downstream (Refining & Marketing). The size of the oil and gas industry in terms 

of turnover stands at about USD180 billion and it contributes about 15 percent to the national 

GDP. In India, oil and gas sector is dominated by few large players, mainly Public Sector 

Undertakings and is highly regulated by the government. The sector caters to the energy needs of 

the economy and hence is directly linked to the economic activity of any country or region.  

 Prices of sensitive petroleum products (Diesel, LPG, Kerosene) are regulated by government hence 

oil marketing companies (OMCs) incur huge under-recoveries. The 9-month under-recovery 

reported at the end of December 2012 was Rs.1,248 billion. The continued incurrence of under-

recoveries by Oil Marketing Companies adversely affects their financial and liquidity position.  

 India’s oil import dependency was at 74 per cent in FY12 indicating the economy’s high 

dependence on imported crude oil. Indian crude oil demand is expected to grow at a steady rate of 

4-5 per cent. However, crude oil supply not expected to keep pace with rising demand, making 

India vulnerable to not only international crude oil prices but also to exchange rates. 

 India’s natural gas industry is also characterized by a supply deficit due to low domestic production 

and inadequate distribution infrastructure. Domestic gas production has been on a declining trend 

particularly due to fall in Reliance Industries’ KG-D6 production. Decline in most of the country’s 

ageing fields has further compounded the supply deficit. With no significant growth in the 

domestic gas supply in the next 2-3 years and expected demand growth of 15-17 per cent over next 

3 years, India is expected to continuously rely on expensive imported LNG to meet its energy 

needs.  

 

 

 

OIL & GAS 
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 Duty Structure  

Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

Crude Oil 0 

 

0 
 

 

Diesel 

 

Rs.3.5/litre 

 

 

Rs.3.5/litre 
 

 

LNG 5 5 
 

 

Petrol Rs.9.2/litre 

 

Rs.9.2/litre 

 

 

 

Proposal and Impact 

Budget proposals Impact on the industry 

To review and clear uncertainties on gas 

pricing issues 

Positive for all natural gas manufacturers like RIL, 

ONGC. It will thereby encourage investments in the 

domestic gas industry. The new gas pricing formula 

and timing of implementation however remains key. 

Shift from profit sharing model to revenue 

sharing 

Discourage companies to escalate cost of exploration 

and also marks a substantial increase in risk profile 

for exploration and production companies. 

Policy to encourage exploration and 

production of shale gas to be announced soon 

A policy outlining clear and friendly fiscal and 

regulatory terms for the upcoming shale gas project 

will help attract investments in the sector and 

development of potential shale gas resources. 

Clear stalled projects awarded under the 
NELP 

Positive for all domestic oil and gas exploration 

companies. 

Subsidy provision of Rs.969 billion for 
FY2013 and Rs.650 billion for FY 2014 

Provision of Rs.969 billion for FY 2013 should 

account for around 60 per cent of total petroleum 

under-recoveries. The balance 40 per cent is expected 

to be borne by the upstream companies and a small 

share will thus be borne by the OMCs. Subsidy 

provided of Rs.650 billion for FY 2014 should be 

adequate if the decision of diesel price decontrol is 

fully implemented as envisaged.  
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Impact on companies 

Company Impact Comments 

RIL, ONGC 


Any clarity on gas pricing will benefit gas explorers. The new gas 

pricing formula and timing of implementation remains key. 

GAIL, GSPL, 

IGL, Gujarat 

Gas, Petronet 

LNG 



Clarity on gas pricing is expected to lead to faster development of gas 

resources in the country which in turn will encourage investments in 

the gas sector. Clarity on gas pricing is also likely to boost demand for 

LNG. 

All exploration 

and production 

companies 

 The proposal to move from profit sharing model to revenue sharing 

model is expected to lead to substantial increase in risk profile for 

exploration and production companies. 

IOCL, HPCL, 

BPCL 
Government has made a petroleum subsidy provision of about Rs.969 

billion for FY 2013 which should account for around 60 per cent of 

total petroleum under-recoveries. The balance 40 per cent is expected 

to be borne by the upstream companies and a small share will thus be 

borne by the OMCs. Subsidy provided for FY 2014 is Rs.650 billion 

which should be adequate if the decision of diesel price decontrol is 

fully implemented as envisaged. However, if crude oil prices rise 

further from current levels or if OMCs are not able to implement 

adequate diesel price hikes then subsidy provision may not be 

sufficient. 
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Industry Snapshot 

 The Indian Pharmaceutical Industry (IPI) is globally the 3rd largest in terms of volume and 13th 

largest in terms of value, thereby accounting for ~10% of the global pharma market by volume and 

~2% by value. Lower market share in terms of value can be attributed to the lower prices of the 

medicines sold in the country vis-à-vis the developed markets.  

 The total market size of IPI is estimated at Rs.123,347 Cr in FY2012, which includes the domestic 

consumption market (contributing 48.6%) and the exports market (contributing 51.4%). The 

domestic consumption market has grown at a CAGR of ~7.6% in the past five years ended 

FY2012, on the back of increase in prevalence of lifestyle-related diseases, healthcare infrastructure 

development, technology and product base.  

 Exports have been the major growth driver for IPI over the past five years primarily driven by the 

generics opportunity in the regulated markets on the back of scheduled patent expiries. India 

exports pharmaceutical products to more than 200 countries with US (the world’s largest generic 

drug market) continuing to remain the single largest exports market. Exports to US accounted for 

~25% of the total drugs and pharmaceuticals exported by India during FY2012.  

 Exports of drugs and pharmaceuticals during April-December 2012 grew by ~27% y-o-y to 

Rs.57,697 Cr from ~Rs.45,507 Cr during April-December 2011.  This is likely to aid the overall 

industry growth in FY2013 and ahead given the patent expiries till 2015.  

 Leading pharma companies in India have increased their R&D spending over a period of time as 

the cost of developing a new molecule in India is estimated to be 1/5th of the cost in US. Indian 

companies are also forming collaboration with multinational companies through licensing deals for 

New Chemical Entities and for clinical trials development to minimize the high risk of drug 

development.  

 The outlook for the sector continues to remain positive drive by (1) the export opportunity in the 

regulated markets on the back of scheduled patent expiries, and (2) steady growth envisaged in the 

domestic market backed by improving healthcare infrastructure, changing life-styles and increasing 

income levels, despite a new drug policy looking to extend the scope of price control.   

PHARMACEUTICALS 
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Duty Structure  

Customs Duty 
(%) 

Before After Impact  
Excise Duty 
(%) 

Before After Impact 

Bulk Drugs 7 7   Bulk Drugs 12 12  

Formulations 10 10  Formulations 6 6 

Medical Devices 0 0  Medical Devices 0 0 

 

Proposal and Impact 

Budget proposals Impact on the industry 

Increase in allocation for the new National 
Health Mission that combines the rural 
mission with the proposed urban mission by 
about 24% to Rs.21,239 crore 

No major impact. 

Increase in rate of tax on royalty payments to 
foreign parent companies from 10% to 25% 

A marginally negative impact for a few pharma MNCs 

likely; Exact impact would depend upon the specific 

DTAAs with the country in which the foreign parent 

resides.  

Impact on companies 

Company Impact Comments 

Sun Pharma 
 

No major impact. 

Ranbaxy 


No major impact. 

Cipla 


No major impact. 

Lupin 


No major impact. 

Aurobindo Pharma 


No major impact. 

Divi’s Labs 


No major impact. 

Cadila Healthcare 


No major impact. 
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Industry Snapshot 

 The Indian pipe industry with presence across all the categories of pipes (steel, cement and plastic) 

has become a major exporting hub to the regions like Middle East, US and Europe due to its 

locational advantage and global accreditations. Also, the lower oil and gas pipeline penetration level 

in India provides huge opportunity for laying new pipeline infrastructure in the country, 

considering its vast geographical area. 

 The domestic pipe industry witnessed a difficult phase in FY2012 due to moderation in domestic as 

well as global economy. The benefits of higher export realization due to depreciation in rupee were 

more than offset by higher input costs as well as finance costs as companies have outstanding 

foreign borrowings. Domestic players expanded capacities (domestically and globally) during the 

last couple of years post the growth phase witnessed during FY2007 & FY2008. 

 With commissioning of capacities, there have been excess capacities domestically and interest 

(including forex loss) & depreciation costs for companies have risen sharply. To garner orders, 

most domestic players resorted to lower-margin orders (domestically) during FY2012. CARE 

Research expects that, the situation is set to improve beginning FY2014 and the demand for Indian 

pipe industry is expected to remain healthy in the long term, both on the global as well as domestic 

fronts, on the back of increasing demand arising from oil and gas, infrastructure, water supply and 

sanitation projects. 

 CARE Research estimates global and domestic SAW pipe demand for the Indian manufacturers 

(excluding replacement demand) at 16.2 mn tonnes over FY13-17, from the oil and gas sector 

alone. Demand from the replacement market is likely to be 10.4 million tonnes for the next five 

years, which remains a significant driving force since most of pipes laid during the 1960s and 1970s 

primarily in the US & developed nations will need replacement. 

 The pipe industry is highly raw material (RM) intensive, with RM cost accounting for around 65-

80% of the total cost incurred by the pipe manufacturing companies. Primary RMs for steel pipe 

companies include HR Coils, HR Plates, round billets etc. 

PIPE 
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 Duty Structure  

Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

Steel    pipes 10 10 
  

Steel pipes 12 12 
 

Plastic pipes 10 10 
  

Plastic pipes 12 12 


Cement pipes 10 10 
  

Cement pipes 12 12 


HR Coils 7.5 7.5 
  

HR Coils 12 12 


Proposal and Impact 

Budget proposals Impact on the industry 

Proposal for allocation of Rs.15,260 crore 

(around 17.4% increase) to Ministry of 

Drinking Water and Sanitation in 2013-14 

from Rs.13,000 crore in 2012-13. 

This will drive the demand for HSAW, DI (Ductile 

Iron) and cement pipes for laying the pipeline 

infrastructure required for water supply and 

sanitation projects. 

Proposal for a policy to encourage exploration 

and production of shale gas. 

The extraction and production of shale gas will 

require new pipeline infrastructure leading to a huge 

demand opportunity for SAW pipe manufacturers.  

Proposal for clearing of stalled NELP (New 

Exploration License Policy) blocks. 

Clearing of stalled NELP blocks will enhance the 

exploration and production activities, in turn driving 

the demand for SAW and Seamless pipes.  
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Impact on companies 

Company Impact Comments 

Welspun 

Corp 
 

The company operates in HSAW and LSAW pipe segments. The demand of 

these products is likely to increase due to policy framework for encouraging 

exploration and production of shale gas and clearing of stalled NELP blocks.  

Jindal Saw 


The company operates in HSAW, LSAW, Seamless and DI pipe segments. 

 Increase in the allocation to Ministry of Drinking Water and Sanitation will 

drive the demand of HSAW and DI pipes of the company for laying the 

pipeline infrastructure required for water supply and sanitation projects. 

 A policy framework to encourage exploration and production of shale gas 

and clearing of stalled NELP blocks will increase the demand for SAW and 

Seamless pipes of the company. 

Indian 

Hume 

Pipe 


The company primarily operates in cement pipes. Increase in the allocation to 

Ministry of Drinking Water and Sanitation will drive the demand of cement 

pipes of the company for laying the pipeline infrastructure required for water 

supply and sanitation projects. 
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Industry Snapshot 

 India has 7,517-km long coastline with 13 major ports and 187 non major ports (44 

functional), which handle around 90% of India’s total international trade in terms of volume 

and 70% in terms of value. 

 The total volume of traffic handled by all the Major Indian Ports during 2011-12 was 560.15 

million tonnes as compared to 570.03 million tonnes handled in 2010-11. The effect of global 

slowdown was evident which led to this de-growth of 1.73%. During the nine months period 

ending December 2012 the total volumes handled was 405.27 million tonnes as compared to 

418.21 million tonnes handled during the same period the previous year. 

 About 78% of the total volumes handled by Major Ports during April-December 2012 were in 

the form of dry and liquid bulk and the balance consists of containerized cargo. 

 The key challenges faced by the sector are full utilization of capacities at the major ports, draft 

constraints and inadequate efficiencies. On the other hand, development of new minor ports 

have been affected by inadequate connectivity with the hinterland, absence of multi-modal 

connectivity to and from ports and the differential royalties and revenue sharing among ports. 

 As a result of allowance of the 100% FDI in the port sector, the port privatization has gained 

momentum. While, in the past, most of the private initiative in ports was restricted to 

development of container terminals, the past couple of years have witnessed significant 

investment in the minor ports, dominated by bulk capacities added in Gujarat and the eastern 

coast, predominantly through PPP projects. 

 In the budget proposal of 2012-13, the government has approved raising of Rs.5,000 crore in 

the form of tax-free bonds. Three major ports i.e. JNPT, Ennore Port and Mumbai Port trust 

along with Dredging Corporation of India have approached the shipping ministry for approval 

which is expected to help them in undertaking capacity addition/modernization projects. 

Proposal and Impact 

Budget proposals Impact on the industry 

Approved establishment of two new ports one 
each at West Bengal and Andhra Pradesh along 
with development of an outer harbor at 
Tuticorin port. 

E Expected to reduce congestion in the ports located in 

the eastern cost and improve turnaround time 

PORTS 
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Industry Snapshot 

 The 11th Plan ended with ~55Giga Watt (GW) capacity addition (as against target of 62GW). The 

capacity addition has improved to ~71% of the target from historical average of ~50% due to 1) 

favourable policy framework 2) private IPP entry into power generation and 3) fuel availability. 

However, by the end of 11th Plan, various problems have surfaced with 1) imported coal based 

projects facing tariff revision problems 2) stagnation in coal production leading to higher coal 

imports 2) inordinate delays in environmental/forest clearances threatening viability of power 

projects.    

 The 12th Plan (2012-17) envisages a fresh capacity addition of ~83GW, of which ~69GW is 

planned to be the thermal capacity. CARE Research estimates 78% i.e. ~65GW capacity addition 

led by 1)17GW of 11th Plan mid-term slipped projects and 2)52GW of fresh projects planned by 

private IPPs. However, CARE Research opines domestic coal availability and DISCOM reforms 

remain key parameters for our capacity estimates to become reality.      

 The Ministry of New and Renewable Energy (MNRE) has targeted 18.5/30GW capacity addition 

for the Base/Best Case scenario. However, CARE Research estimates that only 18.5GW is likely to 

commission on account of 1)severe slowdown in wind capacity addition (~1500 MW in FY13 v/s 

3200 in FY12) due to removal of Accelerated Depreciation and lack of clarity over GBI and 2) 

slower than anticipated SHP capacity addition.    

 The power sector faces challenges on multitude front with 1)DISCOM restructuring facing a 

roadblock due to inability of states to support the restructuring exercise 2) continuing high AT&C 

losses making DISCOM threatening viability and 3)slower coal production growth (4-5% CAGR) 

vis-a-vis 8-9% CAGR over the 12th Plan.    

 

POWER 
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Duty Structure  

Customs Duty (%) & CVD Before After Impact 

 Steam Coal 

 

 Bituminous coal 

0%+1% 

 

5%+ 6% 

2% + 2% 

 

2% + 2% 
 



 

Proposal and Impact 

Budget proposals Impact on the industry 

Extension of 80IA till March-2014 The extension of 80IA benefit is positive for the 

plants having CoD in FY14. 

Restoration of Generation Based Incentive 

(GBI)  

The reintroduction of GBI (Rs.8 bn allocated to 

MNRE) would increase wind capacity addition during 

the 12th Plan.   

Impact on companies 

Company Impact Comments 

Tata Power 
 

The increase in steam coal duty would adversely impact Tata Power as 

coal imports costs would increase.  

NTPC 


NTPC imports ~10% i.e. 16MT of 160MT coal requirement and has 

pass-through PPAs. Consequently, the increase in steam coal prices 

would not affect the company. On the other hand, as 80IA extension 

is positive as it plans to commission 2.4GW in FY14.  

Adani Power 


The increase in coal costs for Adani power would impact adversely as 

company has mostly bid for fixed tariffs under Case-I bidding. 

However, extension of 80IA benefit till Mar-14 will act as a positive.  

JSW Energy 


JSW Energy would be adversely impact with increase in imported coal 

price for its Ratnagiri and Vijayanagar project.  

Suzlon Energy 


Reintroduction of Generation Based Incentives (GBI) is a positive for 

wind farms, which would also benefit Suzlon by increase in WTG 

demand.  
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Industry Snapshot 

 India’s real estate industry contributes around 5-6 percent to the gross domestic product and it is 

also amongst the highest employment generating sector. The real estate industry in India is highly 

fragmented with most of the real estate developers having region-specific presence. Besides, the 

industry is highly cyclical and is susceptible to a number of risk factors like demand-supply 

mismatch, regulatory approvals that could act as a bottleneck, fluctuating commodity prices, and 

changing macroeconomic scenario.  

 The demand for real estate has been sluggish since the end of CY2010 as negative sentiments due 

to slowing economy, apprehensions in the job market, sticky inflation and high interest rate 

deterred buyers from making their purchase decision. Delay in approvals in certain major 

micromarkets has also affected progress of the ongoing projects and fresh launches thereby 

dragging down the sales further. 

 Banks/financial institutions have been cautious in lending to the sector due to high perceived risk 

while capital markets have remained unfavourable. Lower cash accruals and increased input costs 

due to inflation have forced many leveraged players to sell non-core assets and offer discounts. 

 The sector has been seeking industry status for long and demands more clarity on land titles, single 

window clearance and sops for affordable housing. RBI has allowed raising ECBs for low-cost 

affordable housing projects which is a positive. With the reduction in interest rates signalling 

reversal of interest rate cycle, the developers now expect the demand to pick up.  
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Duty Structure  

Excise Duty (%) Before After Impact 

Steel  12 12 
 

Retail Cement 12% ad-valorem* +`120 
12% ad-valorem* 

+`120 

*An abatement of 30% has been notified on the Retail Sale Price of content. 
 

Proposal and Impact 

Budget proposals Impact on the industry 

    The Union Budget 2013-14 proposes for 
additional deduction of interest of upto Rs.1 
lakh for first home buyer for availing housing 
loans from a bank or a housing corporation of 
upto Rs.25 lakh. If the entire benefit is not 
utilized in one year, the balance can be carried 
over to next year. 

This is likely to increase the demand in real-estate 

sector as this will lead to higher demand in affordable 

housing segment and increase in employment 

opportunities in the sector.  

 

Abatement of service tax reduced to 70% 

from 75% for homes and flats having carpet 

area of 2,000 square feet or more or in value 

terms Rs.1 crore or more or where the 

‘service’ component is greater.  

High value homes/flats will be more expensive as this 

will lead to increase in service tax outflow, which is 

ultimately paid by the buyers only. Due to this 

marginal pressure on demand for high-value homes. 

Rural Housing Fund corpus increased to 

Rs.6,000 crore from Rs.4,000 crore. Further, 

to set up Urban Housing Fund of Rs.2,000 

crore by National Housing Bank in 

consultation with RBI 

This is also likely to help support the demand for 

houses in rural and urban areas. 

Developments on the industrial corridor 

between Delhi-Mumbai along with 

identification of locations to develop 7 new 

cities and two new smart industrial cities 

along the same, and development plans for 

Chennai-Bengaluru and Bengaluru-Mumbai  

Such large-scale development plans would provide 

impetus to the real estate development, though in the 

long term.    
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Impact on companies 

Company Impact Comments 

Tata Housing 

Development 

Company, 

Ashiana 

Housing 

Limited, 

Sunteck 

Realty Ltd. 



The real estate sector has been under pressure for quite some time due to 

lack of falling demand and funding issues leading to stressed cash flow. 

Besides, the high prices as well as rising interest rates had an adverse 

impact on the affordability of the buyers. The budget proposals may 

reverse the situation as it focuses on the affordable housing segments. 

However, the situation has become marginally difficult for luxury houses as 

abatement for luxury houses has been reduced, thereby making it more 

expensive. 
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Industry Snapshot 

 Road transport plays a pivotal role in the economic development of the country. In India, roads 

carry approximately 65% of the total freight traffic and 80% of the total passenger traffic. 

Currently, India has an extensive road network of about 4.2 million km – the second largest in the 

world. The road network in India comprises of National Highways (NHs), Expressways, State 

Highways, District roads and Rural roads. NHs and state highways together constitute 

approximately 5% to the total road network in the country while 95% comprises rural and district 

roads. 

 Over the years, the Government of India (GoI) has emphasized on enhancing country’s road 

network through various programs like National Highway Development Project (NHDP), 

Pradhan Mantri Gram Sadak Yojna (PMGSY), Special Accelerated Road Development 

Programme for the North-Eastern region (SARDP-NE), etc. 

 The road sector witnessed investment to the tune of about Rs.5,162 bn during the Eleventh Five 

Year Plan. In the Twelfth Five Year Plan, Planning Commission has estimated a total investment 

of Rs.9,200 bn in the road sector which is almost 2.2 times over that in the previous Plan. This is 

expected to throw a sizable opportunity to the road developers. However, the execution concerns 

are likely to persist on account of perennial problem of land acquisition.  

 During the first eight months of FY13, NHAI has been able to award just about 1,000 km of road 

projects, far below the set target of 9,500 km for the fiscal FY13.  

 

Duty Structure 

 Excise Duty  Before After Impact 

 Cement 

Retail 

12% ad-valorem* + 

Rs.120 per tonne 

 

12% ad-valorem* + 

Rs.120 per tonne 

 

 

 Bulk   12% ad-valorem*  12% ad-valorem* 
 

 Steel 12% 12%  

       * An abatement of 30% on the Retail Sale Price  

ROADS 
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  Proposal and Impact  

Budget proposals Impact on the industry 

The government has decided to constitute a 

regulatory authority for the road sector for 

addressing the issues like financial stress, enhanced 

construction risk and contract management issues, 

etc. 

The constitution of independent authority 

is expected to accelerate the pace of 

awarding of road projects. 

The government has set a target of awarding 3,000 

km of road projects in the first six months of 

FY14. 

 

 

 

 

The increased allocation towards road 

programmes/projects and ease in 

availability of long term funds will 

favorably impact the road sector. Also, the 

focus on strengthening rural road 

infrastructure will enhance the order inflow 

to the road sector. 

GoI has allocated Rs.21,700 crore towards PMGSY. 

It has also proposed to carve out PMGSY-II and 

allocate a portion of the funds to the new 

programme that will benefit states such as Andhra 

Pradesh, Haryana, Karnataka, Maharashtra, Punjab 

and Rajasthan. 

 IIFCL in partnership with the Asian Development 

Bank will be allowed to offer credit enhancement 

to infrastructure companies to provide for the long-

term funds. 

Infrastructure Debt Funds are encouraged, which 

will raise resources and through take-out finance, 

credit enhancement and other innovative means, 

provide the long-term and low-cost debt for 

infrastructure projects. 

 

Impact on companies 

Company Impact Comments 

IRB Infrastructure Ltd  
Acceleration in award of new 

road projects and ease in 

availability of long-term funds 

will lead to faster execution of 

projects and prove beneficial for 

the road developers. 

ITNL 

Ashoka Buildcon Ltd 
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Industry Snapshot 

 The shipbuilding industry is highly co-related with the developments in the global shipping 

industry. Therefore, any slowdown in the shipping industry adversely affects the prospects of the 

shipbuilding industry. The vessels constructed by the shipyards can be broadly classified into: wet 

bulk, dry bulk, containerships, offshore and specialised vessels. 

 The Indian shipbuilders occupied 6th rank in the list of orderbook by builder country accounting 

for 1.39% of the global orderbook (in CGT, Compensated Gross Tonnage) as on November 30, 

2012. Correspondingly, the orderbook of Indian shipbuilders aggregated 2.44 mn deadweight 

tonnage (dwt) with 144 vessels on order as on November 30, 2012. Of the same, the dry bulk 

vessels accounted for the highest share i.e. 88% of the total orderbook (in dwt terms). In terms of 

the number of vessels on order too, the dry bulk vessels accounted for the highest share at 44% of 

the orderbook followed by the Offshore & Specialised vessels at 39% of the orderbook. 

 During CY12, the Indian shipbuilders akin to the global shipyards faced with the situation of 

slowdown in new-build orders. Correspondingly, the new-build vessel prices across all vessel 

segments registered decline in the range of 10-20% on y-o-y basis. However, new-build orders 

from the Indian Navy & Coast Guard for the expansion of their fleet capacity provided some 

respite to the Indian shipbuilders witnessing decline in orderbook position. 

 Indian Shipbuilding industry stands affected post expiry of the ‘Shipbuilding subsidy scheme’ since 

August 14, 2007, and with no announcement of the renewal of the said scheme; the Indian 

shipyards are rendered cost ineffective as compared to their global peers. Furthermore, the absence 

of ‘infrastructure’ status to the industry renders it in a disadvantageous situation as compared to the 

major global shipbuilding nations such as S. Korea and China. 

 Going forward, during CY13 – CY14, CARE Research expects the demand for new-build vessels 

to remain subdued owing to the over-supply situation approximating 10-12% of the existing vessel 

fleet. This in turn is expected to continue to exert downward pressure on the new-build vessel 

prices. However, in view of the modernisation and fleet expansion plan of the Indian Navy and 

Indian Coast Guard, the flow of new-build orders to the Indian shipyards in the non-commercial 

vessel segment is expected to continue. 

SHIPBUILDING 
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   Duty Structure  

 

 

 

 

Customs Duty 

(%) 
Before After Impact  

Excise  

Duty (%) 
Before After Impact 

Capital goods 

imported for 

shipbuilding 

26.85 26.85 




 

Construction of 

ships (in case no 

CENVAT credit 

is taken of taxes 

and duties paid 

on input & input 

services) 

2 Exempt 
 

Import against 

EPCG licence 

3 3   

Construction of 

ships (in case 

CENVAT credit 

is taken of taxes 

and duties paid 

on input & input 

services) 

6 Exempt 


Other taxes 

(%) 

Before After 

  

   


Withholding tax 

on interest 

payment on 

ECBs 

5 5 


 

   


VAT on 

indigenous sale 

of ships 

Depending 

upon the 

State 

VAT rates 

Dependi

ng upon 

the State 

VAT 

rates 
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Proposal and Impact 

Budget proposals Impact on the industry 

Exemption of excise duty and CVD levied on 

ships 

The exemption from excise duty would lower the cost 

of vessel manufacturing to the shipyards which in 

turn is expected to be passed on to the shipowners. 

This move would increase the competitiveness of the 

Indian shipyards and ultimately prove to be a win-win 

situation for both the shipyards as well as shipowners. 

Allocation of Rs.300 crore for the payment of 

subsidies to Non-central PSU shipyards and 

private sector shipyards 

The release of subsidies by the Government of India 

(GoI) to the shipyards would improve the liquidity 

position of the shipyards faced with cash-crunch 

situation 

Increase in time limit for the consumption of 

imported goods for the purpose of repairing 

ocean-going vessels increased from three 

months to one year 

In view of the negligible ship - repair activities being 

undertaken by the Indian shipyards especially the 

private shipyards, the increase in time limit for the 

consumption of imported goods would not 

significantly impact the shipyard’s performance 

 

Impact on companies 

Company Impact Comments 

ABG Shipyard, 

Bharati Shipyard, 

Pipavav Defence 

and Offshore 

Engineering Co 

Ltd. (PDOECL) 

  
 The exemption from excise duty would increase the 

competitiveness of the shipyards in the form of lower cost of 

vessel manufacturing. This, in turn, is expected to be passed 

on to the shipowners.  

 The release of subsidies by the GoI to the shipyards would 

improve the liquidity position of the shipyards faced with cash-

crunch situation 

 In view of the negligible ship - repair activities being 

undertaken by the Indian shipyards i.e. ABG Shipyard, Bharati 

Shipyard and PDOECL, the increase in time limit for the 

consumption of imported goods would not significantly 

impact the shipyard’s performance 
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Industry Snapshot 

 The Shipping industry is highly co-related to the developments in global trade; therefore, any 

adversity in the global economic scenario adversely affects the prospects of shipping fraternity, 

thereby explaining the cyclical nature of the industry. With the world economic growth (at constant 

price) recording y-o-y growth of 3.2% during CY12, the sea-borne trading volumes (tonne-miles) 

registered growth of 4.1% on y-o-y basis during the said period. 

 During CY12, the Indian shipowners akin to the global shipowners were faced with over-supply of 

existing vessel fleet. This in turn was reflected in the lower freight regime during CY12 together 

with the reduction in number of vessel operating days, in some cases.  

 During CY12, the freight rates of wet bulk vessels (VLCC vessels) averaged US$8,366/ day 

growing almost by 2.5x as compared on y-o-y basis. This growth can be attributed to lower base 

effect (with CY11 being the worst year in terms of freight rates for wet bulk vessels); however, even 

during CY12, the wet bulk fleet owners barely managed to cover the operating cost of the vessel. 

During CY12, the Baltic Dry Index (BDI) averaged 919 declining by 40.6% on y-o-y basis primarily 

owing to the dry bulk vessel deliveries by the global shipyards adding to the existant over-supply of 

fleet. The declining revenues from freight rate, rising bunker prices and higher cost of financing 

during CY12 adversely affected the profitability margins of the Indian shipowners. 

 The Indian Shipping industry accounting for approximately 7%-9% of the global sea-borne trade 

continues to be plagued by several challenges such as: onerous tax regime and multiplicity of 

regulations owing to the absence of ‘infrastructure industry’ status, higher port calling costs, port 

congestion arising from poor connectivity with the hinterland, underdeveloped coastal shipping. In 

addition, factors intrinsic to the industry such as declining share of Indian shipping tonnage in 

India’s overseas trade owing to the absence of cargo reservation for Indian shipping companies, 

manpower shortage etc, continue to dither the growth of Indian tonnage.  

 Going forward, during CY13-CY14, CARE Research expects the over-supply of vessels at 10%-

12% of the existing vessel fleet owing to the persistent slowdown especially across the developed 

nations of the world. This in turn, would restrict any upward movement of the freight rates across 

SHIPPING 
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all vessel segments. Correspondingly, the scrapping volumes are expected to remain high, while the 

new-build demand is expected to remain subdued to restrict the excess fleet supply. 

    Duty Structure  

Customs 

Duty (%) 
Before After 

Impa

ct 
 

Other Tax 

Heads  

(%) 

Before After Impact 

CVD on 

conversion 

of foreign 

going 

vessels to 

coastal 

vessels 

Full lease 

or contract 

value, if 

the import 

is under a 

lease 

agreement 

or contract 

1/120th of 

the 

applicable 

duty, for 

each 

month or 

part 

thereof, of 

stay in 

India as 

coastal 

vessel 

Full lease or 

contract 

value, if the 

import is 

under a 

lease 

agreement 

or contract 

1/120th of 
the 
applicable 
duty, for 
each month 
or part 
thereof, of 
stay in India 
as coastal 
vessel 

 

 

Corporate 

tax on non- 

shipping 

income 

33 33 
 

Import of 

ships 
11.7 11.7 

 
 

Service Tax 12 12 


Excise 

Duty (%) 
Before After 

Impa

ct 
 

Withholding 

tax liability 

on interest 

paid to 

Depends on 

Double 

Taxation 

Avoidance 

Depends 

on Double 

Taxation 
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foreign 

lenders 

(DTA) with 

respective 

country 

Avoidance 

(DTA) with 

respective 

country 

Constructi

on of ships 

(in case no 

CENVAT 

credit is 

taken of 

taxes & 

duties paid 

on input & 

input 

services) 

2 
Exempt 



 

Withholding 

tax liability 

on charter 

charges paid 

to foreign 

shipowners 

Depends on 

DTA with 

respective 

country 

Depends 

on DTA 

with 

respective 

country 



Constructi

on of ships 

(in case 

CENVAT 

credit is 

taken of 

taxes & 

duties paid 

on input & 

input 

services) 

6 
Exempt 



 

Seafarer’s 

taxation cost 

to employer 

0-33 0-33 


Proposal and Impact 

Budget proposals Impact on the industry 

Exemption of excise duty and CVD levied on 

ships 

The exemption from excise duty would lower the cost 

of vessel manufacturing to the shipyards which in 

turn is expected to be passed on to the shipowners. 

This move would ultimately prove to be a win-win 

situation for both the shipyards as well as shipowners. 

Declaration of Lakhipur – Bhanga stretch of 

river Barak in Assam as the 6th national 

waterway  

This would propel the growth of cargo transportation 

volumes through the Inland waterways in India. This 

move is largely expected to benefit the barge 

operators in the region enabling them to transport 

greater bulk cargo volumes owing to better 

connectivity of the waterway with road network & 

ports. 
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Impact on companies 

Company Impact Comments 

Shipping 

Corporation of 

India Ltd. 

 
 

The exemption of vessels from excise duty would lower the vessel 

manufacturing cost of the shipyards which in turn would be passed 

on the shipowners in the form of marginal reduction in new-build 

vessel prices. Therefore, the shipowners placing new-build orders 

with the Indian yards are expected to be benefit marginally. 

 

Great Eastern 

Shipping Ltd. 

Mercator Ltd. 


Essar Shipping 
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Industry Snapshot 

 The short-term outlook of the Indian steel industry appears subdued. The industry has been reeling 

under the impact of slowdown in demand from the major end-user industries on one hand and 

increase in cost of production on the other hand due to the continued shortage of iron-ore and 

power impacting capacity utilisation. Though the industry as a whole has been affected, the effect 

has been more pronounced for the non-integrated players. 

 Owing to the continued oversupply situation in the global steel industry, prices of finished steel 

products are likely to remain under pressure. Margins are expected to be subdued owing to the time 

lag between corrections in raw material and finished steel prices. 

 While the demand outlook continues to remain highly uncertain, the domestic steel industry is 

witnessing a continuous rise in crude steel capacity. CARE Research expects domestic steel capacity 

to increase at a CAGR of about 7.3 percent during the period FY12 to FY17, marginally at a faster 

pace than the increase in domestic steel demand.  

 Going forward favourable economic policy, prudent regulatory process, broad anti-dumping 

measures and increased investment in research and development are needed to provide impetus to 

the industry as a whole and fade away the short-term concerns. 

Duty Structure  

Customs Duty (%) Before After Impact  
Excise  

Duty (%) 
Before After Impact 

HR Coils  7.5 7.5   HR Coils  12 12  

Bars and Rods 5 5  Bars and Rods 12 12 

Alloy Steel 5 5  Alloy Steel 12 12 

Pig Iron  5 5  Pig Iron  12 12 

STEEL 
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Customs Duty (%) Before After Impact  
Excise  

Duty (%) 
Before After Impact 

Sponge Iron  0 0  Sponge Iron  12 12 

Steel Melting Scrap 0 0  Steel Melting Scrap 12 12 

Iron Ore  2.5 2.5  Iron Ore  12 12 

Bituminous Coal 5 2  Bituminous Coal 0 0 

Steam Coal 0 2  Steam Coal 0 0 

Proposal and Impact 

Budget proposals Impact on the industry 

Decrease in custom duty for bituminous coal 

from 5% to 2% and CVD from 6% to 2% along 

with increase in custom duty on steam coal from 

nil to 2% and CVD from 1% to 2% 

While the reduction in customs duty and CVD on 

bituminous coal suggests encouragement of use of 

higher grade coal, the increase in custom duty and 

CVD on steam coal is likely to have a negative impact 

since it is largely used for power generation in 

companies having captive thermal power plants and 

as fuel in steel manufacturing.   

Flat rolled products of iron or non-alloy steel, 

plated or coated with zinc to be exempted from 

export duty retrospectively from March 1, 2011 

The same will have a marginally positive impact on 

the companies exporting galvanized flat rolled 

products 

Impact on companies 

Company Impact Comments 

SAIL Ltd.,  

Tata Steel Ltd.,  

JSW Steel Ltd.,  

Essar Steel Ltd., 

Bhushan Steel   Ltd. 

 
 

Increase in customs duty and CVD on steam coal is likely to result in 

increase in cost of production. 
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Industry Snapshot 

 The Indian textile industry is one of the major sectors of Indian economy and contributes almost 

14 per cent of India’s industrial production, 4 per cent of National GDP and almost 17 per cent of 

India's export earnings. Being a manpower-intensive industry, it provides employment to about 35 

million people (both directly and indirectly). The Indian textile industry can be divided into a 

number of segments such as cotton, silk, woolen, readymade, jute and handicraft, however; it is 

skewed towards cotton. It has come of age and is gaining acknowledgment on the world platform 

with excellent textiles manufacturing base and easy availability of raw material. India is self-

sufficient in cotton, being the second-largest producer in the world. This provides India a 

competitive edge worldwide in terms of the cost of the raw material. 

 Prospect of cotton spinning units is expected to improve with moderation in cotton prices and 

sustained demand for cotton yarn from China on the back of China’s concentration on production 

of value-added products. Furthermore, the growth in the demand from the domestic market can be 

attributed to the surge in demand from apparels and home textiles segments. In case of Man Made 

Fabric (MMF), it is largely driven by the growing usage of blended fabrics to meet the augmented 

demand for the apparels, home textiles and technical textiles. However, increase in input prices 

owing to the increase in crude oil prices and the stabilization of cotton prices may limit the 

envisaged growth prospects of the MMF industry. Furthermore, with the US and EU accounting 

for more than 70 per cent of Indian apparel exports, the concerns over the economic health of 

these countries would put pressure on the Indian apparel exporters in the medium term. However, 

revival in domestic economic growth is likely to improve the apparel demand.   

    

TEXTILE 

 



 

 

83 

 

 

           IMPACT OF UNION BUDGET 2013-2014    

Duty Structure  

Customs  
Duty (%) Before After Impact  

Excise  
Duty (%) Before After Impact 

Raw Cotton 0 0 
 

 

Raw Cotton 0 0 
 

Cotton Yarn 10 10 
 

Cotton Yarn # 6 6 
 

Cotton Fabric 10 10 
 

Cotton Fabric # 6 6 
 

Purified 
Terepthalic Acid 5 5 

 

Purified 
Terepthalic Acid 12 12 

 

Mono Ethylene 
Glycol 5 5 

 

Mono Ethylene 
Glycol 12 12 

 

Polyester Chips 5 5 
 

Polyester Chips 12 12 
 

Polyester Staple 
Fibre 5 5 

 

Polyester Staple 
Fibre 12 12 

 

Viscose Staple 
Fibre 5 5 

 

Viscose Staple 
Fibre 12 12 

 

DMT 5 5 
 

DMT 12 12 
 

Manmade Yarn 5 5 


 

Manmade Yarn 12 12 


Manmade Fabric 10 10 


Manmade Fabric 12 12 


Branded RMG 10 10 
  

Branded RMG 12 @ 12 


# Optional and Concessional  

@ The companies may opt for ‘zero exercise duty route’ in addition to the CENVAT route now available. 

Proposal and Impact 

Budget proposals Impact on the industry 

‘Zero Excise Duty Route’ for Readymade 
Garment (RMG) Industry 

Currently, there is a mandatory excise duty at 12% on 
RMG segment whereby RMG manufactures are 
availing 6% cenvat credit of excise duty paid on 
cotton yarn and cotton fabric. Hence, RMG 
manufactures need to pass on the extra burden of 6% 
to their customers. The profitability margins of those 
not able to pass on fully are under pressure with 
recent slowdown in demand.  

Now with ‘Zero Excise Duty Route’, RMG 
manufacturers will have an option not avail a cenvat 
credit on raw materials and will not be liable for 
excise duty on RMG. This will ease out the pressure 
on the margins of RMG manufacturers who are 
already struggling with slow demand growth. 
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Relaxation in a mandatory excise duty of 12% on 
branded RMG would have a positive impact on the 
industry players. 

Extension of Technology Upgradation Fund 
Scheme (TUFS) in the 12th Plan with an 
investment target of Rs.151,000 crore with 
focus on the powerloom sector. 

Higher budgetary allocation under TUFS is a positive 
for the sector. It will encourage the investment in the 
sector. 

Allocation for Textile Parks under the Scheme 
for Integrated Textile Parks (SITPs) 

 

Additionally, Government’s announcement to set up 
Apparel Parks within the SITPs will benefit the 
Apparel manufactures in the long term.  

Proposal for Integrated Processing 
Development Scheme 

A new scheme for Integrated Processing 
Development Scheme will address the environmental 
concerns by improving the effluent treatment 
infrastructure for the textile industry mainly textile 
processors. 

Financial Assistance for Handloom sector Proposal for allowing working capital and term loan at 
a concessional interest rate at 6% will boost the 
investment in the handloom sector and will also 
benefit to the large handloom weavers who are 
women and belong to the backward classes. 

 

Impact on companies 

Company Impact Comments 

Arvind Ltd.  

 Proposed relaxation in excise duty on Readymade 

Garment and moderation in cotton prices may 

improve the profitability of the company. However, 

excess supply in the Denim sector may put the 

pressure on the realization for Denim fabric.   

Alok Industries Ltd. 


 With presence across the value chain, expected 

revival in demand both from domestic and export 

market for textiles may benefit the company. 

However, continued high interest burden on the back 

of high debt level is likely to keep the net profit 

margin under stress.     

Nahar Spinning Mills Ltd.  

 Proposed extension of TUFS, moderation in cotton 

prices and stable cotton yarn prices on the back of 

sustained demand for cotton yarn will encourage the 

investment in the spinning sector which is currently 

on slowdown on account of power shortage and high 

borrowings cost.  

Raymond Ltd. 


 With proposed relaxation in excise duty on 
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Company Impact Comments 

Readymade Garment, extension of TUFS and 

expected revival in the textile industry may benefit  

this company which is one of the leading integrated 

producers of worsted suiting fabric in the world 

which has now increased its focus on readymade 

garments segment. 

Vardhman Textile Ltd. 


 Proposed extension of TUFS, moderation in cotton 

prices and stable cotton yarn prices may encourage 

the company to invest further in spinning. 

     

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer 

The Budget analysis is published by Credit Analysis & Research Ltd (CARE Ratings) for private 

circulation only. The analysis presented in the report constitutes only a statement of opinion. CARE 

Ratings does not guarantee the accuracy, adequacy or completeness of the information and is not 

liable for any consequences that might arise from the use of this information.  
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